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ABSTRACT
The main objectives of this study were: to find
out what theoretical hypothesis explains the behavior 
of security prices with response to dividend changes, 
and to test the bond market efficiency. To detect what 
theoretical hypothesis better predicts the behavior of 
security prices, the behavior of bond prices was compared 
to the behavior of stock prices.
The comparison period mean returns method is the 
method of analysis which was applied to measure the 
abnormal performance. The research sample contained 128 
events of stock splits and dividend increase announce­
ments, 38 dividend increase announcements (following 
stock split announcements), and 23 dividend decrease 
events. These announcements were made by firms over the 
period June 1962 through December 1978, The Center for 
Research in Security Prices (CRSP) tapes were utilized 
to obtain stock split and dividend change announcements 
and common stocks daily returns. The source of bond 
prices was the Wall Street Journal. The samples were 
divided to subsamples, which was based on the size of 
dividend changes.
Both bond and stock prices were found to respond 
to dividend changes. This response was more apparent
viii
when high dividend changes were considered. That is, 
both security prices responded significantly to high 
dividend changes. The reaction of both security prices 
to dividend changes was found to be in the same 
direction. The study results are in support of the 
informational hypothesis in opposition to the wealth 
redistribution hypothesis. Both stock and bond prices 
were found not to respond significantly to either low 
dividend changes nor to stock splits by firms paying 
no cash dividends. Finally the results show no evidence 
against bond market efficiency. That is because no 
abnormal returns were found to occur on trading days 
subsequent to the announcement period of dividend changes 
This study has two main implications. First both 
bond and stockholders consider dividend changes as a 
signal about the firm's future prospects. Second, the 
gap of differences between bond and stock markets is 
narrower than what was thought by several researchers.
Chapter I 
INTRODUCTION
Most of the studies which have been done in the 
capital market used stock market data. Nonetheless, 
research results have been generalized to include the 
other security classes. Despite its importance, the 
bond market has not received much consideration in pre­
vious studies.
The shortcomings of previous research suggest 
extension of research work to take more consideration of 
the bond market. Also, to see whether or not the bond 
market should be segmented from the stock market is 
another aspect suggesting this extension. If the bond 
market uses the same information which is used by the 
stock market and bond prices react to such information in 
the same manner as stock,prices, then the research on the 
stock market can be safely generalized to include the bond 
market. However it might not be the case. The bond 
market might not be as efficient as the stock market or 
bond holders might interpret the information related to 
the evaluation process in a different way from stockholders.
Theoretically there is an association between bond 
prices and the earning power of the firm. For example, 
several bond valuation models indicated an association
1
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between convertible bond prices and the company's expected 
earnings. Van Horne [1974] showed that these models can 
be reduced to apply to non-convertible or straight debt.
The empirical evidence tends to support the theoretical 
association between company's earnings and bond prices. 
Fisher [1959], Harigan [1966], Pogue and Soldofsky [1969], 
Pinches and Mingo [1973], and Pinches and Singleton [1978] 
all found some association between firm's earning power 
and bond ratings, which in turn can be related to bond 
price predictions. In addition Davis, Boatsman, and 
Baskin [1978] found a direct association between accounting 
earnings and bond prices.
Several studies found that stock prices respond to 
the announcements of stock splits,^- This response was 
attributed to the informational content which stems from 
cash dividend increases usually associated with stock 
splits. Pettit [1972] studied the informational content in 
dividend change announcements. He argued that dividend 
changes convey some information to the security holders. 
These findings can thus be an empirical evidence supporting 
the informational hypothesis.
However, this empirical evidence is not conclusive.
For example, Watts [1973] found that a trivial
1See for example, Fama, Fisher, Jensen, and Roll [1969] 
and Hausman, West, and Largay [1971j.
informational content associated with current and past 
dividends, if any. Therefore, if Watts is correct, there 
are other ways for the market to obtain information about 
future earnings power among which dividend changes are 
trivial.
However, we are not discussing here the amount of 
information associated with dividend change announcements. 
What we actually are trying to get to is, what hypothesis 
truly predicts the behavior of security prices during 
dates of announcing stock splits and dividend changes.
For example, the past work done on dividend changes was 
mainly concentrated on using stock market data. As we 
will see later in this chapter, both the informational 
and the wealth redistribution hypotheses predict stock 
prices to respond in the same directions with respect to 
dividend changes. Since concentrating on stock market 
data might not answer the question of which hypothesis 
predicts the behavior of security prices in response to 
dividend change announcements, we will consider in this 
study the examination of bond price behavior with com­
parison to stock price behavior, to ascertain which of 
these two hypotheses dominates the other.
As the informational content got much of the 
attention, wealth redistribution effects could exist and 
might even dominate the informational effects. From the 
studies of Fama, Fisher, Jensen, and Roll [1969]
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(hereafter FFJR) and Watts [1973] it seems that the 
security holders have a clear message about future earn­
ing power without the need for dividend changes or 
dividend change announcements. Thus, the management of 
a firm might have other reasons (e.g., transferring 
wealth across security holders) behind changing cash 
dividends.
Fama and Miller [1972] have demonstrated theoreti­
cally the conflict in the interests of security holders. 
They argued that even though the production-investment 
decision could maximize the combined wealth of security 
holders, it maximizes the separate as well as the combined 
wealths of the firm's security holders only by chance, 
when the whole debt in the firm's capital structure is 
riskless, or if there are side payments between security 
holders. Galai and Masulis [1976] brought forth an 
analysis which highlights the potential for redistribution 
of wealth from one class of security to another. One way 
of redistribution is increasing the riskness of assets by 
substitution of more risky assets for cash. This action 
hurts the bondholders, of course. Another way is the 
unexpected increase in dividends. If an increase in
2For further discussion and examples of the conflict 
between the interests of the stockholders and bondholders 
see Fama and Miller (1972, pp. 178-181).
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dividends is announced, the bondholders' wealth will be 
expropriated. This action will affect the wealth of 
bondholders for two reasons: (1) the increased variance
of the firm as a result of distributing from a riskless 
asset, cash, and (2) distributing capital back to the 
stockholders which makes risky bonds less protected. For 
these two reasons bond prices are expected to go down.
On the contrary, the dividend decrease announcements will 
hurt the stockholders for the opposite reasons. Of course, 
the redistribution of wealth would be expected only when 
perfect "me first" rules or side payments between classes 
of securities are non-existent or prohibitively expensive.
Jensen and Meckling [1976] argued that it is, in most 
cases, impossible for the security holders to be completely 
protected from the actions of the management. For example, 
since management is a continuous decision-making process, 
it will be impossible for the bondholders to specify all 
conditions under which they need protection. Therefore, 
it is possible for the management to find some way to 
diverge from the maximization of the wealth of one class 
of security holders or another.
Classic economic theory presumes that management acts 
in the best interest of security holders. However, Jensen 
and Meckling raised the issue of incentive conflict and 
discussed how the management is motivated to maximize the
6
wealth of management or stockholders at the expense of 
bondholders' wealth. Masulis [1980a] found that on the 
average, stockholders are adversely affected by decreases 
in leverage which made him conclude that, firm manage** 
ments do not always act to maximize the wealth of stock­
holders. Bulow and Shoven [1978] discussed some 
situations under which management is induced to maximize 
the wealth of debtholders at the expense of stockholders. 
Hence, intentionally or not, the management could transfer 
wealth across security holders by changing dividends.
Van Horne and McDonald [1971] found that investors 
(stockholders) prefer dividends as opposed to capital 
gains even considering the advantages associated with 
capital gains. These findings constitute empirical 
evidence consistent with the wealth transfer hypothesis.
Objectives of the Study
One objective of this study is to test the behavior 
of bond prices during dates of stock split and dividend 
increase announcements (associated with or following 
stock split announcements). The reason behind this 
objective is threefold: (1) to find out whether bond
prices respond to stock splits and dividend change; (2) 
to detect which of the two theoretical hypotheses 
(informational and wealth transfer) dominates the other 
in predicting security prices behavior$ and (3) to bring 
to light the extent to which the bond market is efficient.
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The second objective is to study bond price 
behavior in response to dividend decrease announcements.
The reasons behind this objective are identical to those 
given in the above objective.
To work out these objectives we will concentrate on 
bond price reaction to dividend change announcements. 
Comparison between bond price reaction and stock price 
reaction will be part of the analysis. Also, the speed 
with which bond prices reflect the new information, 
stemming from announcing dividend changes, will be of 
consideration. In addition, different levels of dividend 
changes will be analyzed, to see where security prices are 
primarily affected.
Motivations of the Study
The first motive of this study is to extend the past 
research done in the stock market to the bond market.
That is, to find out whether the bond market uses the 
information available in the stock market to evaluate 
bonds. Past research indicates that stock market 
participants use all relevant information available in 
the bond market* For example, Pinches and Singleton [1978] 
found that stock prices reflect the information contained 
in bond rating changes. Not much work of this kind has 
been done in the bond market.
The second motive is the failure of past research to 
give convincing evidence about management incentives for
8
changing dividends. To distinguish between different 
theoretical hypotheses predicting security price 
behavior, past research concentrated mainly on stock 
market data. However, without the joint utilization of 
bond market and stock market data, it could be hard to 
make this distinction.
The final motive is to utilize daily data in testing 
bond market efficiency. The use of daily data would yield 
more reliable evidence than was obtained by past research 
which used longer intervals than daily.
Hypotheses
As empirical evidence, stock prices of firms which 
split their stocks reflect the information of higher 
future earnings. In addition, past empirical work 
indicated that the stock market is efficient in the semi­
strong form. Hence, stock prices instantaneously and 
fully reflect all relevant information the time such 
information becomes public. If bond market participants 
utilize the information available in the stock market and 
if the bond market is efficient, we would expect bond 
prices to reflect the information associated with stock 
splits and dividend changes. However, if bond prices 
would not respond to such information (on the announcement 
date), two primary conclusions can be drawn: (1) the bond
market is not efficient in the sense that there is some
9
relevant, available information which is left out while 
evaluating bonds, or (2) the information which is 
considered relevant in the stock market is irrelevant 
in the judgement of bond market participants. That is, 
the bond market utilizes different information than that 
used in the stock market. If either, nr both, of these 
two conclusions is true, the bond market should be 
segmented from the stock market. Accordingly, stock 
market literature cannot be generalized to include the 
bond market. Hence, the two markets should be studied 
separately.
Therefore, the first null hypothesis, to be tested 
against the alternative hypothesis, is that the bond 
market is inefficient and/or the information considered 
relevant in the stock market is irrelevant in evaluating 
bonds. Hence, this hypothesis implies that bond prices do 
not respond to stock splits and dividend change 
announcements,
However, bond prices might respond to stock split 
and dividend change announcements, but in a gradual way. 
That is, bond market participants utilize the information 
used by the stock market participants, but the bond 
market is inefficient. Thus, the second null hypothesis 
might be formulated as: the bond market is inefficient,
in the sense it does not fully and instantaneously reflect 
all relevant, available information.
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From the above stated hypotheses, bond prices are 
expected to take one of three different behaviors.
These three kinds of behaviors— summarized in Table 1-1—  
are: (1) the bond prices will reflect the full impact
that stock splits and dividend changes have on bond 
prices at the date of announcement; (2) the bond prices 
will reflect this impact, but gradually; and (3) bond 
prices will be found not to respond to stock splits and 
dividend changes at all.
If the first type of behavior is observed, then it 
will be evidence supporting both bond market efficiency 
and no market segmentation. If the second possibility is 
found to represent bond prices behavior, then the bond 
market is inefficient but bond market participants 
utilize the information used in the stock market. Finally, 
if the third possibility is shown to be true, it will be 
evidence that the information which is considered of 
value in the stock market is irrelevant to bond values. 
However, if the third possibility describes bond price 
behavior, then no evidence can be taken against market 
efficiency.
Hence, we will test for one of the following 
hypotheses:
H^: Bond prices do not reflect the information
associated with stock split and dividend 
change announcements.
Table 1-1








Market Efficiency No evidence Inefficient Efficient
Utilization of Information Not utilized Utilized Utilized
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H^: Bond prices respond to stock split and
dividend change events in a gradual way.
Bond prices fully and instantaneously reflect 
all valuable information contained in stock 
splits and dividend change announcements.
The second purpose of this study is to test the 
behavior of bond prices, during periods of announcing 
stock splits and dividend changes, to find out in what 
direction bond prices respond. In this part of the 
analysis bond price behavior will be compared to stock 
price behavior, to see whether the two security prices 
respond in the same direction or not. The reason behind 
this test is to provide evidence about which theoretical 
hypothesis better predicts the behavior of security 
prices (during periods of time centering around dividend 
change announcements).
Among many theories which predict security price 
behavior, there are two theoretical hypotheses which have 
testable predictions for both bond and stock price 
behavior. The hypothesized economic effects of those two 
theories ares
H^i Informational effect, in the sense that the 
security holders consider dividend change 
announcements as signals of future earning 
power,
13
Wealth redistribution across security 
classes effect, due to the riskness of the 
assets of the firm and changes in leverage.
Table 1-2 summarizes the expected effects by these two 
theories upon bond and stock prices.
The informational hypothesis predicts that both 
security (stock and bond) prices will respond in the 
same direction with respect to dividend change announce­
ments. Dividend increases are considered as good news by 
both security holders, while dividend decreases are judged 
as bad message in both (stock and bond) markets. But 
the wealth transfer proposition predicts opposite impacts 
on both security prices.
The remainder of this study is organized as follows: 
Chapter II is a review of past relevant research; Chapter 
III contains a description of data and sampling procedures 
followed in the study; and Chapter IV is an explanation 
of the method of analysis, and discussion and interpret­
ation of the empirical results. The final chapter 
(Chapter V) contains concluding remarks.
Table 1-2
Dividend Change Effects on Security Prices as Predicted 
by Two Alternative Theoretical Hypotheses
Predicted impacts Predicted impacts
on bond value on stock value
Dividend Dividend Dividend Dividend
Hypothesis Increases Decreases Increases Decreases
Informational effect Positive' Negative Positive Negative
Health expropriation effect Negative Positive Positive Negative
Chapter II 
REVIEW OF PAST RELEVANT RESEARCH
This chapter encompasses a survey of previous 
empirical research which has been done on the behavior 
of corporate bond prices. Also included for review are 
studies concerned with wealth transfer and informational 
effects.
The first section of the chapter is concentrated on 
a review of studies related to bond market efficiency.
The second section is devoted to past empirical research 
in the area of wealth redistribution and informational 
effects. And the final section is a summary of the 
chapter.
Bond Market Model and Efficiency
This section is divided into two subsections. In 
the first subsection studies related to bond market models 
are considered. The second subsection is devoted to the 
discussion of studies concerned with bond market 
efficiency.
Bond Market Models: Several studies have utilized
the capital asset pricing model to examine bonds. Some 
other studies used regretions analogous to the market 
model to study bond returns.
15
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Perclval [1974] attempted to look at bonds in a 
capital asset pricing model context. He stated that bond 
beta coefficients are useful in estimating interest rate 
risk. However, Percival committed several crucial errors. 
First, only railroad and utility bonds of Standard and 
Poor's ratings of BBB or higher were included. Therefore, 
his findings cannot be generalized. Second, he included 
bonds whose ratings had not changed through the period 
1953-1967. This could present a bias in favor of beta 
stability. Finally, he introduced a selection bias to 
his results by using the same period of time to estimate 
his betas and regress mean returns on these estimated 
betas.
Reilly and Joehnk [1978] studied the relationship 
between bond ratings and risk in a market model context. 
Their sample was formed from industrial and public 
utilities. However, they chose very restrictive 
constraints as criteria to limit their sample to seventy- 
three bonds. The beta coefficients were derived directly 
from Sharpe's [1963] single index model, and five 
different market indexes (bond and stock indexes) were 
used. In bond market regressions percentage changes in 
yield rather them holding period returns were used.
Weinstein [1977] criticized the work of Reilly and 
Joehnk on the grounds that even though changes in yield 
related to holding period return, the relationship is not
17
constant through time. So the meanings of the estimated 
coefficients is not clear. Another error was in not 
including accrued interest in the prices used to compute 
yields. Reilly and Joehnk concluded that bond rating is 
not highly related to bond risk.
Davis, Boatsman, and Baskin [1978] used the capital 
asset pricing model to find out whether bond prices react 
to firm specific information. Their sample included 
eighty-five bonds. It was not clear from the study 
whether they used the same period to estimate their betas 
and regress the mean returns. Thus, if they used the same 
period, they had selection bias. They concluded that 
convertible bond price reaction to the firm's earning 
announcement is similar to the stock price reaction; hence, 
the stock market research may be extrapolated to such 
bonds. But the nonconvertible bond prices showed, in 
their results, slower adjustment to the information in 
earnings announcements. They think that this awkward 
result, reported on nonconvertibles, could be attributed 
to model misspecification.
Alexander [1980] used Reilly and Joehnk's sample to 
explain the violation of the market model assumptions 
when applied to long-term corporate bonds. To prevent 
interdependence among bonds of the same firm he modified 
one of Reilly and Joehnk's restrictions. Reilly and
18
Joehnk did not allow more than two bond issues of the 
same firm to enter their sample. Alexander allowed only 
one issue of the same issuer to enter the sample. This 
modification made the sample to be sixty-three bonds, 
smaller than Reilly and Joehnk*s sample by ten bonds.
He concluded that the measures of goodness-of-fit supported 
the use of debt index, as a market proxy, more than the 
other two indices he used (stock market index and composite 
index of stocks and bonds). However, when the violation 
of market model assumptions was tested for, he found that 
using the composite index less severely violated such 
assumptions, while debt index application has more 
frequently violated the assumptions. He stated
The results shown here indicate that the 
assumptions of normality of residual, no 
serial correlation, and homoscedasticity are 
seriously violated when the market is defined 
as a debt index. Notable but less serious 
violations occur when either a stock or com­
posite index is utilized. (pp. 1077)
Studies Related to Bond Market Efficiency: The
market is said to be efficient when all publicly available 
information is fully and instantaneously reflected in 
security prices. Hence, no abnormal returns can be earned 
by buying or selling a security after the information 
becomes public.
There are several studies which have been done to 
test bond market efficiency. Roll [1970] tested the
19
efficiency of the treasury bill market. He used the 
"fair-game" model method. Roll's results supported the 
treasury bill market efficiency. Fama [1975, 1976] 
examined the efficiency of the bill market in its semi­
strong form. He attempted to see whether past history 
of inflation is reflected in current and forward interest 
rates. His conclusion was in favor of bill market 
efficiency.
The following studies concentrated on the corporate 
bond efficiency rather than the bill market,
Katz [1974] studied the adjustment of corporate bond 
prices to rating change events. His sample included sixty- 
six utilities which had their bond rating changed. In his 
analysis, Katz utilized the yield to maturity method. His 
results show a slight lag in bond price adjustment to 
bond rating change announcements. Hence, Katz rejected the 
hypothesis of market efficiency.
Grier and Katz [1976] looked at the differential 
effect of bond rating changes among industrial and public 
utility bonds. They concluded that the industrial bond 
market anticipates rating changes more than the public 
utility bond market. With regard to efficiency, their 
results indicate that the information associated with 
rating reclassification is not instantaneously reflected 
in bond prices.
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Hettenhouse and Sartoris [1976] also tested for 
bond market efficiency. They were interested in the 
information value associated with rating changes.
Their sample was forty-six first mortgage utility 
bonds. Their results were more supportive of market 
efficiency than those of Katz or Grier and Katz. They 
found that the adjustment of bond prices to rating 
changes could last for as long as six months after the 
rating changes. This slow adjustment in bond prices 
might be taken as evidence against bond market efficiency.
Weinstein [1977] examined corporate bond market 
efficiency. He looked at the response of bond prices to 
two different things: (1) the effect of rating changes
on bond prices, and (2) the behavior of new bond issues. 
His sample was relatively large (426 corporate bonds).
His tests showed no evidence against market efficiency.
He argued that his methodology was better than that of 
Katz, Grier and Katz, or Hettenhouse and Sartoris. 
(Weinstein's methodology will be discussed in the 
methodology section.) He went even further in his 
criticism of the Katz, Grier and Katz, and Hettenhouse 
and Sartoris studies by stating some other errors they 
committed. These errors might have biased their results 
against market efficiency.
Weinstein questioned the Katz results on the 
following grounds:
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1. Katz overstated the significance of the yield 
prediction equation. This overstated 
significance is due first to using the same 
bond in more than one regression, and 
second to having more than one bond from the 
same firm.
2. Katz provided no discussion on the statistical 
properties of his "relative price adjustment".
3. Finally Katz gave no evidence on the economic 
significance of market inefficiency.
According to Weinstein, Grier and Katz can be 
criticized for the following deficiencies:
1. They used a sample of bonds which only had 
rating decrease reclassifications.
2. They used a short time period.
3. They did no test on the statistical significance
of their results.
Finally, the Hettenhouse and Sartoris study was 
criticized because:
1. Their sample was limited to forty-two bonds.
2. They never discussed the properties of the index
they used to control for external effects.
3. Hettenhouse and Sartoris used a lag to adjust 
the index they utilized and the bond returns. 
Hence, the lag they applied might explain why 
they observed no effects in the three months 
centering around the event.
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Fraser and Richards [1977] looked into the 
differential response of bond prices to changes in 
ratings among some industry groups. Their sample was 
constructed from forty-seven corporate bonds. Only five 
bonds of their sample had a rating below A. When they 
excluded public utility or railroad bonds from the test 
they hardly found any market anticipation of rating 
changes or any market response subsequent to rating 
changes.
Their test results cannot be generalized or taken 
as evidence against market efficiency because of the 
crucial problems associated with them. For instance, 
they had a sample of forty-seven bonds of which only 
five were rated lower than A. Hence, they are expected 
not to find noticeable response since their sample was 
of high grade bonds. Second, they used the Dow-Jones 
Bond Index which may not be of a good proxy for the 
market. Third, they did not discuss any statistics or 
statistical significance of their results. Their 
conclusion was that the market response to rating 
changes is a more complicated process than it was thought 
to be in the previous studies.
Studies Related to Wealth Transfer Proposition
There are no studies which showed an interest in 
testing for the wealth transfer effect of dividend changes
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following stock splits. Nevertheless, there are few 
studies which either looked at this effect under some 
other alternative events or attempted to study something 
else. However, the results of these studies could be 
taken as evidence supporting the wealth transfer effects.
FFJR [1969] attempted to look at the adjustment of 
stock prices to the information associated with stock 
splits and dividend changes subsequent to stock splits. 
When all splits were examined together, their results 
suggested that the largest positive residual occurred 
during the few months preceding the stock split announce­
ment. After the month of the split the residual is 
randomly distributed about zero. However, when they 
divided their sample into firms which increased their 
dividends after the stock split and others which decreased 
their dividends they found different results. Firms 
which increased their dividends experienced abnormal 
returns even after the announcement of the stock split.
But since the increase in dividends following a stock 
split is expected by the market, the abnormal returns 
on the stocks of firms which increased their dividends 
were not substantial. Stocks of firms which decreased 
their dividends after a stock split suffered negative 
returns. These negative returns were substantial.
However, the cumulative average residuals did not go 
down to zero— where it started from twenty-nine months
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before the split— but leveled off at a higher level.
FFJR's results can be interpreted in three different
ways:
1. Dividend changes would be considered as a message 
to convey to the market the information of 
higher or lower permanent future earnings.
2. Investors prefer dividends to capital gains for
some reason or another. For example Black and
Sholes [1974, p. 20] stated:
There appear to be many investors 
who prefer dividends to capital 
gains, possibly for reasons other 
than maximizing the expected after­
tax returns on their portfolios.
3. Finally the wealth redistribution across 
security holder classes might be the cause of 
stock price response to dividend changes 
found by FFJR.
The following studies attempted to test directly 
for the wealth redistribution between security classes 
effects.
Hasulis [1980a] attempted to examine the common 
stock price changes associated with share repurchase. 
Masulis listed four hypotheses which might explain the 
common stock behavior around a stock repurchase announce­
ment:
1. tax savings because the gains from share 
repurchase taxed at a capital gain rate;
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2. tax shield to the firm because of the increased 
leverage;
3. wealth redistribution among security classes;
4. wealth transfer across stockholders.
To assess security prices impacts, Masulis followed 
the "comparison period" mean returns method. Portfolio 
returns were formed by averaging stock returns across 
common event dates. Only stocks which experienced tender 
offers were allowed to enter the portfolios. Masulis 
formed time series of portfolios mean returns for periods 
of time centering around the announcements of share 
repurchase offers. Then he averaged the portfolio 
return time series— excluding from the average the 
announcement days (days 0 and 1)— to construct a 
"comparison period" mean returns. Finally, he compared 
the comparison period returns to the announcement 
period mean returns to see if tender offer announcements 
have any effect on common stock prices during the 
announcement period.
Even though Masulis did not explicitly use senior
security data to test for wealth redistribution effects,
he utilized Dann's [1980] data. Masulis argued that by
extending the announcement period in Dann's study,
«
evidence supporting the wealth redistribution hypothesis 
can be obtained. But for the other three theoretical
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hypotheses, Masulis argued that his results were 
supportive.
Masulis [1980b] examined the effects of capital 
structure change announcements, through security 
exchange, on security prices. The three theoretical 
hypotheses which Masulis thought might explain the 
behavior of security prices on the announcement days of 
a capital structure change are:
1. changes in the capital structure affects the 
firm's market value as a result of the tax 
shield stemming from interest deductibility;
2. changes in present value of expected bankruptcy 
and reorganization costsf
3. the wealth redistribution effects across 
security holders.
In this study, Masulis considered both debt and 
stock data. His sample included 163 security exchange 
offers.
While the first two hypotheses predict changes in 
security prices along with changes in the firm market 
value, the third hypothesis predicts changes in security 
prices with the firm value being unaffected.
In this study Masulis followed the same methodology 
as the one discussed in his previous study. His 
methodology is discussed further in Chapter IV.
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However, even though Masulis' sample of common 
stocks is relatively large, his straight debt sample is 
small. (The straight debt sample is constructed from 
forty-seven debt issues which represent thirty-two 
exchange offers.) Hence, only thirty-two security 
exchange offers are presented in the debt sample from 
the 163 total sample. Therefore, his debt sample is far 
from being representative.
Masulis' results were supportive of both debt tax 
shield and wealth redistribution effects. But the results 
did not show significant support to the bankruptcy and 
reorganization costs hypothesis.
Dann [1981] studied the effects of share repurchase 
on security prices. Dann used the same methodology as 
that discussed above in Masulis [1980a]. Both debt and 
stocks are considered in this study. The sample is 
constructed from 122 share repurchase offers. However, 
he was able to have data for only forty-one straight debt 
issues (representing twenty share repurchase offers).
Dann's results are in support of the informational 
hypothesis. He reached this conclusion because his 
results show that the change in the value of the firm is 
positive on the days of announcement. Also, debt did 
not show significant negative returns because of share 
repurchase announcements.
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He concluded that the nature of information 
which produced sizable positive returns remain 
unidentified. Additionally, he wondered why management 
choose such expensive ways to convey information to the 
security holders.
Varmaelen [1981] tested the effects of common stock 
repurchases on security prices. He tested a different 
hypothesis than that used in the Masulis studies.
He tested for the signalling proposition. Vermaelen's 
sample was constructed from 243 open market repurchases 
and 131 tender offers. The residual analysis method was 
used to calculate abnormal performance. Only stock data 
were considered by Vermaelen.
He found that firms which repurchase their own 
shares experience a permanent increase in the price of 
their stocks. He argued that the results show that the 
informational hypothesis is dominant in explaining the 
abnormal returns. However, he thought it is impossible 
to deny the existence of tax or wealth redistribution 
effects.
It is evidenced that management pays high premiums 
to those who tender their stock (for example see Dann 
[1980]). Hence, the question of why the management 




While it is evident from the chapter that not much 
work has been done on corporate bond market efficiency, 
much less work has been done in the area of finding which 
theoretical hypotheses explain security price behavior 
in response to public announcements.
All the empirical work reviewed dealing with bond 
market efficiency utilized monthly data. In addition, 
the issue of bond market efficiency is still an unsettled 
arguement. Although daily data were utilized in previous 
studies to determine what hypothesis explains the 
behavior of security prices, small debt samples were 
used. In this study daily bond data are also considered, 
which allows the collection of more reliable evidence 
about bond market efficiency. And since the bond sample 
considered is relatively large, the sample in this study 
is more representative than any past study utilizing 
daily bond data.
Studying the impact of dividend changes on bond 
prices seems to have been forgotten in the past 
research. Hence, all we know in this area stems from 
generalizing what has been observed in the stock market 
to include the bond market. However, in the case of 
dividend changes, generalizing what was perceived in 
the stock market might not tell the complete story.
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That is because in this case, there are different 
theoretical hypotheses which predict the behavior of 
security prices. Among these theories are some which 
predict bond price reaction to be in a different direction 
from stock prices response.
Chapter III 
DATA AND SAMPLING PROCEDURE
The study is concerned with bond price behavior 
through periods centering around stock split announce­
ments and dividend changes accompanying or following 
such splits. Hence, we need two bond samples— one for 
stock split announcements in total, and the other for 
dividend changes which come after stock splits.
Since we are attempting to compare bond price 
behavior with stock price behavior, we ought to also 
have two stock return samples surrounding the same two 
mentioned events.
Bond Returns Samples
In keeping with the main objective of this study to 
examine the bond prices response to stock splits 
accompanied with or followed by dividend changes, stock 
splits must be defined before advancing to collecting 
the data. However, before stock splits can be defined, 
a studying period should be determined. A list of the 
steps followed in collecting the data is as follows:
1. determining a studying period;




3. finding firms which have straight debt issues 
listed in New York Stock Exchange (hereafter 
NYSE) or American Stock Exchange (hereafter 
ASE);
4. collecting bond prices (from which returns will 
be calculated);
5. finally calculating bond returns.
These five steps will be discussed individually in 
the following subsections.
Determining the study period: A study period from
June 1962 through December 1978 was chosen. June 1962 
was taken as the starting point because the data available
3on the CRSP tapes begins in June 1962. December of 1978 
was chosen to be the end of the study period because data 
were available on the CRSP tapes up to 1979 when collection
4of data was started.
3Center for Research in Security Prices tapes— these 
tapes were used to have all the stock splits recorded on 
them. Also these tapes were utilized to obtain stock 
daily returns.
4The year 1979 was excluded because a period of time 
was needed to look for dividend change announcements that 
came after stock split announcements in the late months 
of 1978,,
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Defining stock splits and their announcement dates: 
Since the study period chosen was long, thousands 
of stock splits and stock dividend announcements were 
expected to occur. Also a stock split or a stock 
dividend of a small value is anticipated to have a small 
effect, if any, on bond or stock prices. To overcome 
these problems certain criteria must be set. As a 
consequence, only stock splits of five-for-four, or more, 
or stock dividends of twenty-five percent, or higher, 
were chosen to enter the sample from thousands of 
announcements found on the CRSP tapes for the period 
June 1962 through December 1978.
The Wall Street Journal Index was used to define 
sizes of stock splits. In accordance with the above 
criterion 2018 stock splits and stock dividends were 
found eligible to enter the sample.
Obtaining bond issuesvof firms that have straight 
and listed debt: Due to the fact that the
5behavior of convertible bond prices is complicated, 
only straight debt issues were included in the sample. 
Because the only practical source of daily bond prices 
available and known to the author is the Wall Street
Convertible bond issues were excluded also because 
the behavior of their prices is more or less explained by 
the behavior of common stock prices.
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Journal, bond Issues must be llBted in NYSE or ASE for 
their prices to be available. Hence two additional 
criteria were added: (a) non-convertible bonds were
considered to enter the sample and (b) these non- 
convertible bonds must be among those listed on NYSE or 
ASE. Barron1s [1962-1971] and Moody's Bond Record [1972- 
1978] were used to identify firms whose debt issues are 
listed in NYSE or ASE. About 200 stock splits were found 
to be made by firms which have their debt issues listed 
in one of the two major security exchanges.
Collecting bond prices: The bond prices were
collected from the Wall Street Journal. Prices were 
gathered for periods of twenty-one days surrounding stock 
split announcements, or dividend change announcements sub' 
sequent to stock splits. Bond issues which had at least 
two trading prices available during the twenty-one day
gperiod were considered eligible to enter the sample.
Since the stock splits of firms whose bond prices 
were not available (which had no trading or had less than 
two tradings within the twenty-one days) were eliminated 
from the sample, we were left with a sample of 128 stock
Bond issues which had less than two trading prices 
available during the twenty-one day periods were excluded. 
This exclusion was because two prices are needed to 
calculate one holding period return.
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splits. Table 3-1 shows the distribution of these splits 
by year. Appendix A includes a listing of the sample 
by company name and stock splits and dividend change 
announcement dates.
As can be seen from Table 3-1 there are seventy-two 
events which were simultaneous announcements of stock 
splits and dividend increases. Of the 128 events, forty- 
seven were stock splits which were succeeded by dividend 
change announcements. The remaining nine stock splits 
were of firms which had been paying no cash dividends.
The purpose of this project is to study security 
price behavior with response to stock splits accompanied 
with or followed by dividend change announcements. Hence, 
another sample of bond returns was needed to study bond 
price behavior during periods centering around dividend 
change announcements (dividend change announcements which 
come after stock split announcements). The Wall Street 
Journal again was used to obtain bond prices for twenty- 
one days (the announcement date plus ten days before and 
ten days after) for the forty-seven dividend change 
announcements. However, bond prices were available for 
only thirty-eight events.
Most of the firms which announced stock splits and 
dividend changes on different dates, announced cash 
dividend increases during quarters following the quarters
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Table 3-1
Distribution of Stock Splits by Year of Announcement
St, Sp. and* St. Sp. and**
Div. Change Piv. Change No Cash
Year S.A.D. D.A.D. Dividends Total
1962 0 2 0 2
1963 1 5 0 6
1964 5 1 0 6
1965 2 3 2 7
1966 2 2 0 4
1967 2 0 0 2
1968 0 5 1 6
1969 4 1 1 6
1970 1 0 0 1
1971 3 3 1 7
1972 7 5 1 13
1973 3 3 0 6
1974 2 1 0 3
1975 6 4 1 11
1976 10 5 0 15
1977 8 6 0 14
1978 16 1 2 19
Total 72 47 9 128
* Stock splits and dividend change announced on same dates.
** Stock splits and dividend change announced on different 
dates.
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during which stock splits were announced. For those 
firms which did not announce cash dividend changes 
within three months after the announcements of stock 
splits we looked to the cash dividend payments in the 
following quarter. If there was no change in cash 
dividends during six months after the month in which a 
stock split was announced, a zero percent dividend
7increase was assigned. However, few firms waited 
longer than six months after the split to increase their 
cash dividends. For curiosity, we looked through a period 
of at least four quarters subsequent to stock splits 
made by such firms to see if those firms would change 
the amount of their cash dividends. There was no change.
The calculation of bond returns: Inasmuch as
holding period returns were utilized in this study, the 
following formula was used to calculate bond returns:
„ _ pi't+l " pit
i P ..it
where
is bond i holding period returns,
Pit ^ond * Price at time t, and
7If a dividend change happened after a stock split by 
more than six months, the dividend change is assumed to 
be of no relation to stock splits.
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pi't+l is bon<* * price at time t+1.
Considering the fact that many bonds are not traded for 
several days, bonds which did not trade for some days 
had no daily returns calculated for those days. When 
there was no trade on day 1 {the day succeeding the 
announcement date of a stock split) or on day 0 (the 
announcement date) and day 1, the first trade price 
occurring after day 1 within the subsequent nine days is 
considered as day 0 or day 1 price. That is, if there 
was no trade on day 0 and day 1 the subsequent price was 
considered as day 0 price. However, if there was a trade 
on day 0 but no trade on day 1 the subsequent price was 
given to day 1, This adjustment was made to enable us to 
capture the full effect of the announcements on bond 
prices.
Since the quoted bond price does not include the 
interest accruals, the daily bond returns were adjusted 
for daily interest accruals. The dates of interest 
payments were obtained from Moody's Bond Record.
To prevent firm overrepresentation, bond returns of 
firms which had more than one bond issue were given 
further adjustment. An equally weighted average of 
multiple bond issue returns was taken whenever a firm had 
more than one straight debt issue. Returns for bonds 
which did not trade for some days were not included in the
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daily average returns for that particular day. This kind 
of adjustment allowed us to have each firm in the sample 
as if it had only one debt issue.
Dividend Decrease Bond Returns Sample
Specifically our goal is to study bond price 
behavior in response to dividend increases or dividend 
decreases which accompany or follow stock splits. 
Unfortunately, no firms in our sample were found to 
announce dividend decreases at or close to dates of 
stock split announcements. To have a dividend decrease 
sample we tried to find out if the firms in our stock 
split and dividend increase sample had decreased their 
cash dividends during the seventeen year study period. 
There were thirty-four announcements of dividend decreases 
which we were able to find. However, we were able to 
obtain bond prices for only twenty-three of the events. 
These twenty-three events are listed in Appendix B by 
company name and announcement'date.
The same sampling procedure and return calculation 
methods used in stock splits and dividend increase 
sampling were used here.
Stock Heturn Samples
In studying bond price behavior with respect to the 
three events mentioned above, comparisons of bond price
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behavior to stock price behavior were made. Therefore 
three stock return samples for dates centering around 
the same three events were needed. The CRSP tapes were 
utilized to obtain stock daily returns. Returns for 121 
trading days centering around stock split announcements 
and/or dividend change announcements were obtained from 
the CRSP tapes (the announcement date plus 60 days before 
and 60 days after). The data sets taken from the CRSP 
tapes were for firms which made the 128 stock split 
announcements or the twenty-three dividend decrease 
announcements.
Description of the Sample of Stock Splits
As mentioned in a preceding section, the stock 
split sample was made up of 128 events. That is, bond 
prices were available for firms which made the 128 stock 
splits.
Classifying the announcement by firms: Table 3-2
presents a frequency distribution of the number of 
announcements made by firms in the stock split sample. 
From Table 3-2, the 128 stock split announcements were 
made by 110 firms. About 72.7 percent of the announce­
ments were made as one announcement by different firms. 
Twenty-five percent and 2.3 percent were made as two or 
three announcements by one firm, respectively. So as can 
be seen from Table 3-2, our sample represented a wide
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Table 3-2
Classifying Stock Split Announcements by Number of 
Announcements Made by the Same Firm
Number of Announcements
1 2 3 Total
Number of firms that made
the announcements 93 16 1 110
Number of events 93 32 3 128
Percent to total 72.7 25.0 2.3 100
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variety of firms. A consideration of the large percentage 
of single announcements made by the same firm leads to 
the conclusion that cross-firm clustering was very low.
In addition there was no firm in the sample which 
made more than one stock split in any one year. Hence, 
even if some firms had more than one announcement in the 
sample, these additional announcements, more likely, were 
made under different conditions which may make them seem 
to have not been made by the same firms.
Classifying the announcements by industriesi Even 
if our sample is diversified across many firms, it is 
not certain that it is representative of a large number 
of market conditions. For a sample to take account of 
a wide variety of market conditions, it should be very 
well diversified across industries. Table 3-3 shows a 
distribution of the firms, which made the announcements, 
by industry. As can be seen from Table 3-3 the 128 
announcements were made by firms belonging to thirty- 
four different industries. The highest number of announce­
ments made by firms belonging to the same industry was 
twenty announcements. These twenty events were made by 
firms belonging to the oil and gas industrial category.
The next highest number of announcements (twelve 










Aircraft Manufacturing 3 1 .78
Auto Rental 7 1 .78
Auto Parts 8 4 3.13
Auto/Truck Mfg, 9 1 .78
Banking 10 7 5.47
Beverages 11 2 1.56
Building 13 5 3.91
Chemicals 14 5 3.91
Coatings, Paint, Var. 15 1 .78
Containers 16 1 .78
Conglomerate 17 5 3.91
Cosmetics/Toiletries 18 1 .78
Data Processing 20 1 .78Drugs 21 5 3.91
Electronics/Electric 24 5 3.91
Finance 26 4 3.13
Food 27 8 6.25
Glass Products 29 1 .78
Health Care Ctrs, 31 2 1.56
Jewelry, Silverware, 
Time Pieces, China 37 1 .78
Machinery 41 4 3.13
Metal 44 2 1.56
Oil and Gas 49 20 15.63
Paper Products 50 2 1.56
Plastic Products 52 1 .78
Publishing 53 1 .78
Railroads Class 1 54 4 3.13
Rail Equipment 55 1 .78
Retail Stores 58 7 5.47
Steel, Iron 66 2 1.56
Tobacco 69 3 2.34
Utilities - Electric 72 12 9.38
Utilities - Gas 73 4 3.13
Utilities - Diversified 75 4 3.13
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In spite of the fact that the sample is not fairly 
distributed across industries, the inclusion of thirty- 
four industries may give a chance of including vast 
numbers of market conditions.
Classifying the announcements by month: Notwith­
standing the large number of firms which made the stock 
split announcements, the sample might not be well 
diversified in the sense of representing many economic 
conditions. For a sample to take account of large 
numbers of economic conditions it should not be clustered 
at a small number of calendar dates. Brown and Warner 
[1980] showed that event date clustering could affect the 
power of different methodologies in testing abnormal 
performance. They even went further by pointing out that 
the mean adjusted return method (the method utilized in 
this study) performs relatively poorly in the case of 
event date clustering.
Table 3-4 presents the frequency distribution of 
the stock splits by months in which they were announced. 
From Table 3-4 there are 80 calendar months in which the 
128 stock splits were announced. Also, as can be seen 
from the same table, about forty-two percent of the 
announcements were made as one announcement in one month. 
Eighty-two percent were one, two, or three announcements 
made in the same month. The largest number of announce­
ments made in any one month was five; and there were
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Table 3-4
Frequency Distribution of Stock Splits by Months
Number of announcements 
made on same month
1 2 3 4 5 Total
Number of months 54 18 5 2 3 80
Number of announcements 54 36 15 8 15 128
Percent to total 43 28 11 6 12 100
Cumulative percent 43 71 82 88 100
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three occasions of such an incident--twelve percent of 
the total sample. Hence, the possibility of cross- 
sectional dependence of returns is clearly at minimum. 
Therefore we should not worry about the problem of 
clustering addressed by Brown and Warner. Also, it must 
be remembered that we are using daily data in this study. 
Brown and Warner used monthly data in their study. 
Therefore, what may be considered clustering when monthly 
data are utilized might not be so when daily data are 
used. Hence, using daily data reduces concern about the 
clustering problem.
Summary
This chapter is a description of data and sampling 
procedures followed to obtain the samples used in the 
study.
The CRSP tapes were the source of stock split 
announcements. The Wall Street Journal Index was used 
to determine sizes of splits. Barron1s and Moody1s 
Bond Record were utilized to find firms which have listed 
debt issues. The Wall Street Journal was the source of 
bond prices. The common stock returns were obtained 
from the CRSP tapes. The holding period return method 
was used to calculate bond returns.
We ended up with three sets of bond and stock 
return samples. These samples are of returns of
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securities during periods surrounding the dividend change 
announcements made by firms during a seventeen-year 
study period.
Chapter IV 
METHOD OF ANALYSIS AND RESULTS
The intent of this chapter is to present the 
behavior of bond prices in response to announcements of 
dividend changes. As a part of the analysis, bond price 
behavior will be compared to stock price behavior. This 
kind of comparison will help us to see which of the 
hypothesized theoretical effects (summarized in Chapter I) 
governs the behavior of security prices.
The first section in this chapter will be an 
explanation of the method of analysis used to measure 
abnormal performance. The second section will be a 
discussion of the security price behavior in response to 
stock split announcements which were accompanied with or 
followed by dividend increase announcements. The third 
section will be an analysis of security price behavior 
during periods when dividend decreases are announced.
The fourth section will be a discussion of bond market 
efficiency. And the final section will be a summary of 
the chapter.
Method of Analysis
In studying the behavior of bond prices, many studies 
used the yield to maturity method. However, we will
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utilize the holding period returns method in this study.
The reasons for using the holding period returns method 
are: (1) The comparison of bond price behavior to stock
price behavior would be more appropriate when the same 
method is used with both (2) Utilizing the holding 
period returns method allows us to use market data. It 
is a conventional belief that market prices reflect all 
relevant available information (3) Many investors' port­
folios contain both stocks and bonds and it should be 
expected that they use the same method in evaluating 
both.
There are some recent studies which used holding- 
period returns to test the efficiency of the bond market. 
Grier and Katz [1976] utilized the holding-period returns 
method. They calculated the abnormal performance by 
substracting the returns on a bond of the same rating class 
from the returns on the bond in question. Weinstein [1977] 
used the same methodology except he used portfolios of 
bonds of the same ratings as his control groups. This 
methodology is a variant of the market and risk adjusted
Qreturns model. According to Weinstein's method of 
calculating abnormal performance, it is assumed that the 
returns on bonds of the same rating class are equal, but
QFor an explanation of market and risk adjusted 
returns methodology, see Brown and Warner [1980],
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not necessarily constant for a given bond. Weinstein 
measured the abnormal returns to be the difference 
between the returns on the bond in question and on the 
control group. That is, to measure abnormal returns 
performed by a security price, a particular benchmark is 
needed. For a security's price performance to be con** 
sidered abnormal, it has to be measured relative to some 
particular benchmark. Thus a model measuring normal 
returns must be specified before one can measure abnormal 
returns,
Since the method known as “residual analysis" was 
introduced by Fama, Fisher, Jensen, and Roll [1969], it 
became the most dominant way in testing security price 
behavior in response to event announcements. The use of 
the residual analysis has been used conjointly with the 
application of the capital asset pricing model developed 
by Sharpe [1964], Lintner [1965], Mossin [1966], and 
Black [1972].
There is no doubt that the adjustment of security 
returns to take account of the market-wide contengencies 
will remove any contamination other than the event 
effects. However, we should consider the fact that 
better results are not always attained by running through 
complicated ways of adjustments. Brown and Warner [1980] 
assessed the performance of the three general market
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models. These three models are the mean adjusted 
returns, the market adjusted returns, and the market
9and risk adjusted returns. They examined the likelihood 
that the use of any variant of these models leads to type 
I or type II errors. {Type I errors reject the null 
hypothesis when it is true, and type II errors accept 
the null hypothesis when it is false.) Their findings 
suggest that, in the case of non-contemporaneous 
announcement dates, the mean adjusted returns model is 
at least as powerful as and often more powerful than the 
other two models.
A variant of the mean adjusted return method (the 
comparison period mean returns) was used by Masulis [1978, 
1980a, 1980b] and by Dann [1980, 1981].
The Comparison Period Returns: A variant of the
mean adjusted returns method was applied to this 
study (the same variant used by Masulis and Dann). That 
is, the "comparison period mean returns"^ method was 
utilized in this study.
gFor an explanation and discussion of these three 
models, see Brown and Warner [1980].
^ F o r  full description of the comparison period mean 
returns see Masulis [1978] or [1980a].
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A portfolio of bond and stock returns will be 
formed for each event date. An event date is the number 
of trading days before or after the announcement day 
(day 0). The portfolios of daily returns will be the 
arithmetic average of bond or stock returns for a common 
event date.^"*-
Bonds or stocks for which returns are not available 
at any particular event date will be excluded from the 
portfolio mean returns of that particular date. Hence 
the number of securities in the portfolios will be 
allowed to vary from one event date to another.
In each sample analyzed, a time series of portfolio 
returns will be taken for a period of twenty-one trading 
days (ten days before the.announcement day, ten days 
after, and the announcement day). The announcement day 
will be day 0, the days preceding the announcement day 
will be denoted with minuses, and the days succeeding the 
announcement day will carry plus signs (i.e., -10, -9, 
..., -1, 0, +1, +2,..., +10). The arithmetic mean 
formula, used to calculate mean returns for each event 
date is
^Concentrating on portfolio returns rather than 
single security returns is an approach followed bv many 
studies; see for example FFJR [1969], Jaffe [19741, 
Masulis [1978, 1980a, 1980b] and Dann [1980, 1981].
were is the number of bond or stock returns in a
portfolio and R^j is the bond or stock i average daily
returns for day j (the holding period returns from
holding a bond or a stock from a trading date to another).
"Comparison period" mean returns will be formed
from the daily mean returns. That is, the comparison
period mean returns will be the average of the time series
of daily mean returns described above. The announcement
12period (day 0 and day 1) will be excluded from the 
calculation of comparison periods mean returns.
The formula used to calculate the comparison periods 
mean returns is:
_ l _1 +10R - ± [ Z R . + Z R.] (4-2)
A j=-10 3 j=+2 3
where T = number of daily returns in the comparison period.
12Since it happens that some securities close trading 
before the announcements being made, day 1 should be 
included in the announcement period to capture the full 
effect of the announcements. That is, concentrating on 
one day announcement date (day 0) might make us under­
estimate the impact of the announcements on security 
prices. We expect the close of trading before the 
announcements being made to take place more with bonds 
since they trade much less frequently than stocks.
Further discussion of this point is found in Masulis 
[1978] and in Dann [1980].
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As can be seen from formula 4-2 we are not attempt­
ing to exclude dates close to the announcement period.
It might be believed that dates close to the announcement 
date are contaminated, because of possibilities of 
informational leakage or market inefficiency. However, 
the bond mean returns for periods close to the announce­
ment periods are compared to the mean returns for 
periods further from the announcement periods. This 
comparison is presented in Table 4-1. (The mean returns 
which are exhibited in the table are for the samples which 
are analyzed in this study.) As can be seen from Table 
4-1, all periods mean returns are close to zero regardless 
of how far they are from the announcement period. The 
t-values, which are presented in the same table, indicate 
that the mean returns are not significantly different. 
Hence the inclusion of dates close to the event date would 
not significantly alter the results.
The method of comparison period mean returns is 
considered to be representative of security portfolios 
"normal" returns. However, for this to be true two 
assumptions must be made: (1) the process generating
bond returns is stationary, and (2) the time series 
returns distribution is representative of security returns 
distribution.
The method of analysis followed in this study is 
more advantageous than applying either the market
Table 4-1
Bond Mean Returns Averages for Periods Close to the Announcement 
Periods and for Periods Far From the Announcement Periods
Sample
Averages of Mean 
Returns for Periods 
Day -10 through Day -6 
and Day +6 through Day +10
Averages of Mean 
Returns for Periods 
Day -5 through Day -1 
and Day +2 through Day +5
t-
value
Stock Split Announcement 
(Total Sample) .056 .016 .600
Stock Splits and Dividend 
Increases Announced on 
Same Dates .088 .061 .538
Stock Splits and Dividend 
Increases Announced on 
Same Dates— Dividend In­
creases Higher than 
Fifteen Percent .076 .016 .803
Stock Splits and Dividend 
Increases Announced on 
Same Dates— Dividend In­
creases Higher than Twenty 
Percent .075 .007 .888
Stock Splits and Dividend 
Increases Announced on Same 
Dates— Dividend Increases
of Zero to Fifteen Percent .097 .103 .066
Table 4-1 continued
Sample
Averages of Mean 
Returns for Periods 
Day -10 through Day -6 
and Day +6 through Day +10
Averages of Mean 
Returns for Periods 
Day -5 through Day -1 
and Day +2 through Day +5
t-
value
Stock Splits and Dividend 
Increases Announced on 
Different Dates -.009 -.025 .432
Stock Splits by Firms 
Paying No Cash Dividends .195 -.005 1.178
Dividend Increases 
Announced Subsequent to 
Stock Splits .035 -.005 1.115
Dividend Increases Sub­
sequent to Stock Splits—  
Dividend Increases Higher 
than Fifteen Percent .033 .059 .443
Dividend Increases Sub­
sequent to Stock Splits—  
Dividend Increases of 
Zero to Fifteen Percent .062 -.027 1.508
Dividend Decrease Announce­
ments (Total Sample) .065 .093 .182
Table 4-1 continued
Averages of Mean Averages of Mean
Returns for Periods Returns for Periods
Day -10 through Day -6 Day -5 through Day -1 t-
Sample and Day +6 through Day +10 and Day +2 through Day +5 value
Dividend Decreases (Higher 
than Fifteen Percent)
Announcements .097 .069 .212
Dividend Decreases (Higher 
than Twenty Percent)
Announcements .089 .039 .398
U1
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adjusted returns or the market and risk adjusted returns 
in three respects. First it overcomes the difficulties 
and complexities associated with the alternative market 
models approaches. For example to determine what index 
to use is not an easy task. Furthermore we avoid the 
estimation and specification errors associated with 
determining the relationship between security returns 
and market returns. Second, as we mentioned above,
Brown and Warner [1980] found that in the case of non- 
contemporaneous announcement dates the mean adjusted 
returns and its variants are at least as powerful, if 
not more powerful, as the alternative market approaches. 
And third the mean adjusted returns model does not depend 
on the assumption of any particular model (for example, 
the capital asset pricing model) being true.
Using the method of comparison period returns 
implies the assumption that the announcement period 
market rates of return are drawn from the same 
distribution as the comparison period market rates of 
returns. If this assumption is valid, it was argued by 
Masulis [1978] that the comparison period mean returns 
can be a good estimate of the normal rates of return of 
the security components in the control sample.
Statisticsi The announcement period mean returns 
will be compared to the comparison period mean returns.
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This comparison will allow us to see whether abnormal 
returns occur on the announcement date.
As a primary belief, we expect the distribution of 
portfolios means returns to approach normality. That is, 
under the central limit theorem, averages of large 
samples are expected to approach normality. Hence our 
time series of mean returns are expected to approximate 
normal distribution. Also the comparison periods mean 
returns are expected to closely resemble a normal 
distribution, since the comparison periods mean returns 
are averages of averages of large samples. Also it 
should be noticed that the announcement dates are 
independent of each other.
To know if the announcement periods mean returns 
are significantly different from the comparison periods 
mean returns or not, a significance test is needed. In 
other words, to accept or reject the null hypothesis—  
that there is no difference between an announcement 
period returns and the corresponding comparison period 
mean returns--a significance test is required.
A student-t distribution which is appropriate for
comparison of means of two samples is adequate. Hence
13we will make use of the following t-test.
13For further discussion of this t-test, see Freund 





(Nj-UsJ + (N2~l) Sj
N1 + V 2
(4-3)
where
R^ = announcement period mean returns 
R2 - comparison period mean returns
= number of returns in the announcement period 
mean returns 
N2 = number of returns in the comparison period 
mean returns 
= standard deviation of the announcement period 
mean returns 
S2 = standard deviation of the comparison period 
mean returns.
To apply this kind of t-test, two assumptions would 
be made:
1. the distribution of returns can be approximated 
by normal distribution;
2. the true standard deviations, of the comparison 
period mean returns distribution and the event 
date mean returns distribution, are equal.
For the first assumption, in addition to the 
primary belief discussed above, skewness, kurtosis, and 
normality tests were run for the samples used in this
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study. Table 4-2 presents the results of these tests.
As we can see from Table 4-2 there are some returns 
distributions which approach normality. However even if 
some sample distributions are not close to the normal 
distribution, their coefficients of skewness are not 
significant. Hence, most of the distributions are 
nearly symmetric. Therefore, we should not expect the 
significance of our results to be biased by using this 
t-test.
For the second assumption, it is conventional in 
the finance literature to assume equality between the 
variance of a control period returns and the variance of 
an event date returns.
Security Prices Behavior in Response to Stock Splits 
Announcements
This section will be an analysis of the results 
concerning bond price behavior during periods of 
announcing stock splits and dividend increases. The 
analysis of bond price behavior will go hand in hand 
with the analysis of stock price behavior. Including 
stock price behavior in the analysis is for the purpose 
of comparison. That is, in order to fully understand 
which of the hypothesized theoretical effects (wealth 
redistribution effects or informational effects) 
dominates the other at dates of announcing dividend 
changes, a base of comparison is helpful.
Table 4-2
Measures of Skewness, Kurtosis, and Normality for Stock and Bond Returns
Skewness Kurtosis Normality





Stock Splits Announcements 
(Total Sample) .160 -.334 -1.267 .589  ̂939 .319 .901 .577
Stock Splits and Dividend 
Increases Announced on Same 
Dates -.293 .637 .014 -.249 .980 .927 .955 .481
Stock Splits and Dividend 
Inc. Announced on Same Dates 
(Div. Inc. Higher Than 15%) -.804 .493 .543 -.147 .939 .323 .960 .549
Stock Splits and Dividend 
Inc. Same Announcement Date 
(Div. Inc. Higher than 20%) -.151 -.343 -.670 -.855 .970 .746 .952 .452
Stock Splits and Dividend 
Increases Announced on Same 
Dates (Div. Inc. 0-15%) .914 .700 -.182 -.425 .889 .034 .912 .086
Stock Splits and Dividend 
Increases Announced on 




Sample Stocks Bonds Stocks Bonds W w Prob W W Prob
Stock Splits By Firms Paying 
No Cash Dividends -.824 -1.603 1.757 2.384 .938 .308 .817 .010
Dividend Increases Sub­
sequent to Stock Splits .287 -.127 1.211 -.755 .948 .405 .975 .851
Dividend Increases (sub­
sequent to stock splits) of 
higher than Fifteen Percent .692 .333 .663 -.818 .957 .498 .943 .360
Dividend Increases (sub­
sequent to stock splits) of 
Zero to Fifteen Percent -.135 -.119 -.931 -.942 .957 .500 .962 .603
Dividend Decrease Announce­
ments .195 .170 -.648 -.057 .976 .870 .983 .959
Dividend Decreases Higher 
than 15% -.108 .460 -.774 .425 .976 .868 .946 .394
Dividend Decreases Higher 
than 20% -.122 -.084 -.839 -.315 .974 .832 .988 .999
01w
€4
In addition to analyzing the samples of dividend 
changes in total, subsamples of sizes of dividend 
changes are considered as. well. Studying dividend 
changes in this way makes us able to see the extent to 
which certain effects dominate the others. Also at 
some levels of dividend changes, the predicted effects 
could be trivial^ hence, including these levels in the 
total sample might lower the significance of the effects 
at some other levels.
This section is divided into subsections. The first 
subsection is devoted to the analysis of the behavior of 
security prices in response to stock split announcements 
in total. The second is a study of security price 
responses to stock splits and dividend increases announced 
simultaneously. The third, fourth, and fifth subsections 
are analyses of simultaneous announcements of stock splits 
and dividend increases in higher than fifteen percent, 
higher than twenty percent, and zero to fifteen percent, 
respectively. The sixth subsection is a study of stock 
split announcements which were followed by dividend 
increase announcements. The seventh subsection is a look 
at the behavior of security prices in response to stock 
splits which were announced by firms paying no cash 
dividends. The final three subsections are concerned 
with dividend increases which follow stock split 
announcements.
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Stock Split Announcements: This subsection is
a look at the announcement of stock splits which were 
associated with or followed by dividend increase announce­
ments. Hence the total sample of 128 stock split 
announcements is considered. As we can see from Table
4-3 and Figure 4-1, both bond and stock prices performed
14positively during the announcement period. The 
announcement period averages of returns are .169 percent 
and .958 percent for bonds and stocks, respectively.
The comparison period mean returns are .037 percent for 
bond returns and .114 for stock returns. Hence in 
comparing the average returns of the announcement period 
to the comparison period mean returns, it appears that 
both bonds and stocks have positive abnormal returns 
during the announcement period. The cross-sectional 
standard deviations of the two-day announcement period 
are higher than the rest of the series (these higher 
than usual standard deviations could be seen from Table 
4-3), This increase in the cross-sectional standard 
deviations could be further evidence that the announce­
ment of stock splits and dividend changes affect the 
dispersion of returns of the firms' securities.
^Through all the study we are considering day 0 and 
day 1 as the announcement period. Our reason for taking 
a two-day announcement period is explained in footnote 12.
Table 4-3
Securities Daily Returns for Periods of Time Surrounding Announcement Dates



















-10 .071 .951 42 .362 1.716 128
- 9 .025 .698 49 .019 1.373 128
- 8 .073 .395 56 .154 1.682 128
- 7 .005 .460 63 .068 1.316 128
- 6 .130 .534 59 .407 1.512 127
- 5 -.002 .466 66 .428 1.805 128
- 4 -.087 .546 56 .156 1.513 128
- 3 .019 .506 61 .513 1.690 128
- 2 -.011 .524 60 .348 1.630 128
- 1 .020 .534 65 .319 1.725 128
0 .132 .939 104 1.161 2.296 128
1 .205 .857 84 .755 2.131 128
2 .141 .482 47 .210 2.166 128
3 .078 .603 52 -.002 1.459 128
4 -.063 .690 55 -.045 1.797 128
5 .050 .668 66 .071 1.360 128
€ .048 .497 64 -.212 1.550 128
7 .036 .493 68 -.107 1.459 128
8 .028 .549 69 -.179 1.630 128
9 .073 .597 69 -.182 1.920 128
10 .072 .537 60 -.170 2.024 128
CPR* .037 .057 .114 .233
•Comparison period mean returns.
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However, looking at the price behavior in this way, 
without testing the significance of abnormal returns, 
is not a very precise method of assuring that abnormal 
returns had actually occurred. To test the significance 
of the abnormal returns, a t-statistic analysis like the 
one discussed in the preceding section is applied.
The t-values for bonds and stocks returns are 3.300 and 
4.907, respectively. The t-values for both returns are 
significant at the five percent interval. Hence, the 
null hypothesis (the announcement period returns are 
not different from the comparison period returns) is 
easily rejected. However, if the distributions of returns 
deviated from normality and/or are badly skewed, our t- 
values could be overestimated and in reality the abnormal 
returns might not be significant. Going back to Table 
4-2 it is clear that even though the stock returns 
distribution— for the particular sample studied in this 
subsection— is not close to the normal distribution, its 
coefficient of skewness is not significant. Also a t- 
value of 4.907 is high enough to reject the null 
hypothesis at the five percent interval without hesitation.
From these results, we can see that as stock prices 
are affected by the announcement of stock splits, bond 
prices are affected, too. Both security prices responded 
positively. Hence, we can conclude that, in accordance
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with the total sample results, the informational effects 
dominate the behavior of security prices. That is, 
both markets (bond market and stock market) consider 
the message of stock splits (in total) as good news.
Security Price Behavior in Response to Stock Splits 
and Dividend Increases Announced on Same Dates: Table
4-4 provides a time series of bond and stock returns for 
a twenty-one day period centering around announcements 
of stock splits and dividend increases, These time 
series are of bond and stock returns of firms' announced 
stock splits and dividend increases on same dates. Bond 
prices were available for seventy-two events of 
simultaneous announcements. Figure 4-2 is a plot of 
these time series returns. As it can be seen from 
Table 4-4 and Figure 4-2 both bond and stock samples 
have positive average mean returns during the announce­
ment period. The announcement period mean returns are 
.130 percent and .862 percent for bonds and stocks, 
respectively. The t-values for bond and stock returns 
are .663 and 3.284, respectively. The stock returns 
distribution (for the sample studied in this subsection) 
suggests a high probability that it is drawn from a 
normal distribution (probability of .93). In spite of 
the fact that announcement of stock splits (which are 
accompanied with the announcement of dividend increases)
Table 4-4
Securities Daily Mean Returns for Periods of Time Centering Around Announcement


















-10 .226 1.032 19 .316 1.518 72
- 9 -.042 .774 24 .042 1.184 72
- 8 .110 .411 26 .128 1.455 72
- 7 -.035 .419 31 .169 1.499 72
- 6 .313 .556 28 .441 1.416 72
- 5 -.055 .392 37 .402 1.391 72
- 4 -.021 .513 25 .365 1.659 72
- 3 -.098 .524 30 .618 1.838 72
- 2 .011 .506 29 .624 1.473 72
- 1 .050 .619 29 .243 1.471 72
0 .084 .943 53 1.090 2.218 72
1 .176 .777 45 .634 1.961 72
2 .282 .360 18 .141 1.953 72
3 .167 .715 22 .018 1.543 72
4 .155 .656 24 .107 1.961 72
5 .057 .796 34 -.006 1.215 72
6 .029 .438 32 -.121 1.655 72
7 .004 .307 32 -.227 1.376 72
8 .078 .582 34 -.339 1.850 72
9 .071 .541 34 -.542 2.160 72
10 .125 .558 27 -.037 1.558 72
CPR* .075 .114 .123 .306
* Comparison period mean returns.
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are considered as good news in both markets, bond 
returns failed the significance test. Thus, it cannot 
be claimed that bond returns during the announcement 
period are different from the comparison period mean 
returns.
It would not be enough to stop the analysis at this 
point. That is, there might be some levels of dividend 
increases at which bond prices respond significantly.
In the meanwhile it is possible that bond prices respond 
in opposite directions with respect to different sizes 
of dividend increases. To answer these questions 
further subsampling, based on different sizes of dividend 
increases, is made and studied in the three following 
subsections.
Security Prices Response to Same Announcement Dates- 
Dividend Increases of Higher than Fifteen Percent: This
subsection is a further analysis of security price 
behavior around the announcements of stock splits and 
dividend increases (higher than fifteen percent) announced 
on same dates. A sample of thirty-one events is studied 
in this subsection. Table 4-5 and Figure 4-3 present the 
time series of bond and stock portfolios daily mean 
returns.
Both bond and stock prices had abnormal returns 
because of the announcements. Day 0 and day 1 average
Table 4-5
Securities Daily Returns for Periods of Time Surrounding the Announcement
Dates of Stock Splits— Dividend Increases Higher than 15% (31 Events)
Bonds Stocks
Cross Cross
Trading Daily Mean Sectional Sample Daily Mean Sectional Sample
Day Returns % St, Div. Size Returns % St. Div. Size
-10 -.016 .457 8 .670 1.571 31
- 9 .071 .384 11 .048 1.189 31
- 8 .054 .507 10 .200 1.485 31
- 7 -.081 .481 13 .403 1.872 31
- 6 .213 .515 12 .798 1.657 31
- 5 -.043 .551 15 .526 1.475 31
- 4 -.129 .470 14 .209 1.587 31
- 3 -.160 .612 13 .735 2.206 31
- 2 .076 .628 14 .675 1.706 31
- 1 .104 .776 12 .418 1.506 31
0 .257 1.206 22 1.493 2.659 31
1 .573 .790 22 .651 2.378 31
2 .346 .337 9 .262 1.995 31
3 -.042 .568 11 -.001 1.730 31
4 .145 .516 10 -.197 2.117 31
5 -.155 .597 14 .087 1.230 31
6 .105 .383 12 -.194 1.849 31
7 -.024 .383 14 -.315 1.576 31
8 .013 .736 16 -.771 2.275 31
9 .132 .284 16 -1.039 2.926 31
10 .310 .773 10 .028 1.980 31
CPR* .048 .143 .131 .493
* Comparison period mean returns.
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returns for both securities returns are .415 percent and 
1.072 percent for bonds and stocks, respectively. These 
mean returns are higher than any announcement period 
mean returns discussed above. Also both returns are 
positive, which means that bond prices respond in the 
same direction with stock prices to the announcements 
of stock splits and dividend increases higher than fifteen 
percent. The t-value of bond returns is 3.462 and is 
2.530 for stock returns. Both t-values lead to the 
rejection of the null hypothesis. The null hypothesis 
implies that the mean returns of the announcement period 
is not different from the comparison period mean returns. 
These results are evidence supporting the informational 
hypothesis against the wealth redistribution effects. 
However, all that we can say is that the informational 
effects are dominating. That is, the wealth transfer 
effects might exist but with less magnitude than the 
informational effects.
Security Price Behavior With Respect to Stock 
Splits and Higher Than Twenty Percent Dividend Increase 
Announcements: In this subsection we concentrate on
higher percentages of dividend increases. Dividend 
increases of higher than twenty percent are considered. 
Nineteen events of stock splits, which were associated 
with dividend increases of higher than twenty percent,
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were announced by firms whose bond prices were available. 
Hence, the sample studied in this subsection is 
constructed from nineteen events. Table 4-6 and Figure 
4-4 exhibit the time series of portfolio daily mean 
returns for both bond and stock samples. Bond and 
stock returns for the announcement period are .338 
percent and 1.500 percent, respectively. The t-value 
for bond returns is 2.233 and is 3.886 for stock returns. 
Both t-values are significant at the five percent 
interval. Again both bond and stock prices respond in 
the same direction. Hence evidence of informational 
effects dominance is still in existence. However comparing 
the results of this subsection to the results of the 
preceding subsection it might give evidence of the 
existence of wealth redistribution effects. Because of 
the higher dividend increases, we expect higher abnormal 
returns to occur if the informational hypothesis is the 
only one predicting the'behavior of security prices. 
Therefore higher returns are expected for both bonds and 
stocks in the case of twenty percent dividend increases 
than in the case of fifteen percent dividend increases.
But what happened with bonds is the opposite. Bond 
abnormal returns in the case of fifteen percent dividend 
increases are higher (with higher t-value) than in the 
case of twenty percent dividend increases. While the
Table 4-6
Securities Daily Mean Returns for Periods of Time Centering Around the Announcement


















-10 .033 .519 5 .909 1.767 19
- 9 .047 .453 8 -.112 1.286 19
- 8 .179 .541 7 .056 1.794 19
- 7 -.173 .314 7 .059 2.076 19
- 6 .186 .244 6 .729 1.766 19
- 5 -.119 .428 8 .387 1.628 19
- 4 -.229 .606 8 .144 1.274 19
- 3 -.256 .471 7 .736 2.464 19
- 2 .290 .407 8 .594 1.933 19
- 1 -.010 .546 9 .368 1.166 19
0 .072 .728 12 2.188 2.440 19
1 .603 .781 13 .812 1.745 19
2 .289 .376 5 .754 1.520 19
3 .138 .690 6 .452 1.393 19
4 .131 .688 5 .367 2.044 19
5 -.174 .598 7 -.081 1.375 19
6 .149 .191 7 -.111 2.220 19
7 .066 .444 8 .045 1.489 19
8 -.028 .432 9 -.365 1.850 19
9 .249 .351 8 -.657 1.649 19
10 .038 .469 5 -.283 2.156 19
CPR* .041 .172 .210 .429
* Comparison period mean returns.














informational effects and the wealth redistribution 
effects work in the same direction with stocks, they 
affect bond prices in two different directions (see 
Table 1-2). Hence, the higher the stock returns the 
higher the dividend increases could be because of the 
association of the two effects. The fact that lower 
bond returns occurred when higher dividend increases are 
considered might be because the wealth redistribution 
effects partially offsetted the informational effects.
Further evidence could be attained, supporting the 
wealth redistribution effects, by considering higher and 
higher dividend increases. However we cannot make this 
kind of analysis here, since our sample would be, too 
small to reach a reliable conclusion. Hence the analysis 
of higher dividend increases will be left at this point. 
The analysis of low dividend increases will be considered 
in the following subsection.
Stock Splits and Dividend Increases of Zero to 
Fifteen Percent Effects on Security Pricess In this 
subsection we examine the behavior of security prices 
in response to low dividend increases which were 
announced in association with stock splits. A sample of 
forty-one events is considered. Table 4-7 and Figure 
4-5 show the time series of bonds and stocks returns.
The announcement period returns for both securities are 
different from those found in the preceding subsections.
Table 4-7I
Securities Daily Mean Returns for Periods of Time Centering Around Announcement


















-10 .402 1.299 11 .048 1.437 41
- 9 -.137 1.002 13 .036 1.195 41
- 8 .145 .352 16 .074 1.447 41
- 7 -.002 .380 18 -.008 1.133 41
- 6 .387 .590 16 .171 1.151 41
- 5 -.064 .248 22 .309 1.334 41
- 4 .116 .553 11 .484 1.722 41
- 3 -.050 .459 17 .530 1.527 41
- 2 -.049 .371 15 .586 1.291 41
- 1 .011 .504 17 .111 1.450 41
0 -.039 .698 31 .785 1.791 41
1 -.203 .550 23 .621 1.608 41
2 .218 .391 9 .050 1.941 41
3 .377 .808 11 .033 1.407 41
4 .163 .759 14 .336 1.827 41
5 .205 .894 20 -.031 1.218 41
6 -.016 .540 20 -.066 1.513 41
7 .026 .242 18 -.160 1.220 41
8 .136 .415 18 -.011 1.393 41
9 .017 .700 18 -.167 1.234 41
10 .016 .368 17 -.086 1.166 41
CPR* .100 .160 .118 .410
* Comparison period mean returns.






















As can be seen from Table 4-7 bond returns are negative 
during the announcement period, while stock returns 
are positive. The average mean returns are -.121 per­
cent and ,703 percent for both bonds and stocks, 
respectively. The t-values are 1.889 for bonds and 
1.970 for stocks. Neither of these two t-values is 
significant at the five percent interval. Hence, even 
though the performances of bond and stock prices are 
of opposite signs, neither of them is significant 
enough to draw a conclusion about which of the two 
hypothesized theoretical effects governs the behavior of 
security prices.
One interpretation of these results is that dividend 
increases of small sizes have small effects on security 
prices. These effects are too small to draw a conclusion 
supporting either the informational or the wealth 
redistributional effects.
Security Price Response to Stock Splits Which Were 
Followed by Dividend Increases; In this subsection we 
will analyze the behavior of security prices during 
periods of stock split announcements which were followed 
by dividend increase announcements. Thus, a sample of 
stock splits announced by firms which announced dividend 
increases on different dates is considered here. The 
sample is constructed from forty-seven events. Two
83
samples of forty-seven firms' stock and bond returns are 
considered. Table 4-8 and Figure 4-6 present these 
two samples returns. As can be seen from Table 4-8 and 
Figure 4-6 both securities show abnormal returns during 
the announcement period. The announcement period mean 
returns are .236 percent and 1.103 percent for bonds and 
stocks, respectively. The comparison period mean 
returns are -.017 for bonds and .116 percent for stocks.
A test of significance was made for bond and stock 
returns, with t-values obtained of 4.518 for bonds and 
7.101 for stocks. These high t-values make us easily 
reject the null hypothesis of no difference between the 
announcement period mean returns and the comparison 
period mean returns— at the five percent interval. It 
is also apparent from Table 4-2 that the distributions 
of the bond and stock returns— for the sample studied in 
this subsection— do not depart much from normality. 
Therefore, the null hypothesis should be rejected with 
no hesitation.
The results in this subsection again support the 
informational hypothesis. This is because both 
securities performed positively during the announcement 
period. Hence, both securities holders consider the 
event as good news. However, we have no evidence to deny 
the existence of wealth redistribution effects. All that
Table 4-8
Security Mean Returns for Periods of Time Centering Around Stock Splits


















-10 -.157 .677 16 .272 1.040 47
- 9 .059 .380 19 -.180 1.310 47
- 8 .040 .412 23 .267 1.804 47
- 7 .011 .434 25 -.011 1.095 47
- 6 -.085 .494 24 .376 1.509 46
- 5 .029 .442 22 .278 1.728 47
- 4 -.070 .547 26 -.078 1.060 47
- 3 .172 .461 27 .428 1.432 47
- 2 -.093 .524 24 .154 1.129 47
- 1 -.041 .486 29 .179 1.683 47
0 .212 .965 43 1.236 2.269 47
1 .260 1.047 31 .970 1.673 47
2 .028 .382 21 .148 1.364 47
3 -.072 .486 23 -.018 1.235 47
4 -.135 .503 26 -.023 1.272 47
5 -.043 .448 26 .187 1.496 47
6 .052 .531 26 -.300 1.269 47
7 -.046 .625 27 .099 1.451 47
8 .053 .491 27 .009 1.093 47
9 .005 .551 28 .289 1.429 47
10 -.025 .354 26 .135 1.145 47
CPR* -.017 .079 .116 .189
* Comparison period mean returns.
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can be said is that if wealth transfer effects are in 
existence they are not strong enough to offset the 
informational effects.
Up to this point we cannot tell whether the 
announcement of stock splits have anything to do with 
the abnormal returns observed. That is, is it because 
the dividend increases accompany or follow stock splits 
that security prices perform positive abnormal returns?
Or do stock splits in themselves mean something to 
security holders? To partially answer these questions 
stock splits of firms paying no cash dividends are 
studied in the following subsection.
The Impact of Stock Splits by Firms Paying No Cash 
Dividends on Security Prices: Stock splits by firms
paying no cash dividends are considered in this subsection. 
Nine events of such stock splits for which we were able 
to obtain bond prices are included. The time series 
of bond and stock returns are presented in Table 4-9.
Figure 4-7 is a plot of these time series returns. Both 
security returns are positive for the announcement 
period. The announcement period percentage returns are 
.087 and .972 for bonds and stocks, respectively. The 
t-values are .047 for bonds and .967 for stocks. Both 
t-values are far from being significant at the five 
percent interval. Hence the null hypothesis, that there
Table 4-9
Securities Mean Returns (Stock Split Announcements by Firms 
Paying No Cash Dividends) (9 Events)
Bonds Stocks
Cross Cross
Trading Daily Mean Sectional Sample Daily Mean Sectional Sample
Day Returns% St. Div. Size Returns % St. Div. Size
-10 .171 1.273 7 1.206 4.382 9
- 9 .186 1.160 6 .869 2.563 9
- 8 .048 .304 7 -.233 2.682 9
- 7 .164 .718 7 -.320 .597 9
- 6 .131 .302 7 .294 2.322 9
- 5 .182 .827 7 1.416 4.019 9
- 4 -.502 .641 -.296 2.124 9
- 3 -.149 .507 4 .121 1.802 9
- 2 .183 .617 7 -.854 3.613 9
- 1 .147 .329 7 1.660 3.086 9
0 .021 .841 8 1.344 3.215 9
1 .154 .452 8 .600 4.630 9
2 .121 .841 8 1.086 5.383 9
3 .292 .520 7 -.082 1.974 9
4 -.734 1.222 5 -1.370 2.377 9
5 .412 .646 6 .083 1.805 9
6 .127 .707 6 -.842 2.096 9
7 .395 .474 9 -.214 2.118 9
8 -.270 .561 8 .122 2.097 9
9 .356 .976 7 .241 1.648 9
10 .229 .939 7 -2.824 5.227 9
CPR* .078 .297 .003 1.052
* Comparison period mean returns.
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is no difference between the announcement period mean 
returns and the comparison period mean returns, is 
accepted without difficulty. However, care must be 
taken in generalizing these results since the sample 
size is too small to draw a convincing conclusion con­
cerning the relevancy of increasing the number of shares 
to security prices. Nevertheless, there is no well- 
defined theory which relates increasing shares (by means 
of stock splits or stock dividends) to security values. 
There is no past empirical work which studied stock 
splits separate from cash dividend changes. Hence, 
there is no empirical evidence concerning the relevancy 
of stock splits to security prices.
Security Price Response to Dividend Increases Which 
Follow Stock Splits; In this subsection and the follow­
ing two subsections, security price behavior during 
periods surrounding dividend increase announcements—  
which come after stock split announcements— is considered. 
Our reason for studying these dividend increases is to 
see if the announcements of such events have any impact 
on security prices. That is, to find out if any further 
adjustments in security prices will take place because 
of these announcements. Of the forty-seven events of 
stock splits and dividend increases announced on 
different dates, we were able to obtain bond prices for
90
thirty-eight events. Bond and stock return samples of 
firms which made these thirty-eight announcements are 
presented in Table 4-10. The time series of the sample 
returns are plotted in Figure 4-8. The mean return 
average for the announcement period is .107 percent for 
bonds and .053 percent for stocks. Even though the 
returns are positive, they are of low magnitude for both 
bonds and stocks. The comparison period mean returns 
for bonds and stocks are .026 percent and -.004 percent, 
respectively. The bond returns t-value is .942 and it 
is .274 for stock returns. For these low t-values it 
is not difficult to make the decision of accepting the 
null hypothesis. Therefore, as a total sample, dividend 
increases which follow stock splits have no significant 
impact on security prices.
These results are not different from those found 
by FFJR [1969]. But when they segmented their sample 
into dividend decreases (dividend increases lower than 
the average increases) and dividend increases (dividend 
increases higher than the average increases), they found 
that stocks of firms which had decreased their dividends 
performed negatively and those which increased dividends 
performed positively— through the twelve months following 
stock split announcements.
In this study we divided the sample into low 
dividend increases and high dividend increases. Dividend
Table 4-10
Securities Mean Returns for Periods of Time Centering Around Dividend 


















-10 .099 .423 17 .302 1.737 38
- 9 .134 .791 21 .206 2.001 38
— 8 -.003 .538 25 -.477 1.414 38
- 7 .111 .695 23 -.219 1.644 38
- 6 -.041 ,520 23 .190 1.493 38
- 5 .179 .481 23 -.083 1.722 38
- 4 .054 .497 25 .169 1.353 38
- 3 -.138 .804 23 -.435 1.511 38
- 2 -.170 .499 24- -.447 1.598 38
- 1 .004 ,519 23 .048 1.418 38
0 -.026 .980 31 .172 1.661 38
1 .240 .855 31 -.067 1.384 38
2 .028 .776 21 .171 1.472 37
3 -.150 .598 19 -.006 1.802 37
4 .231 .382 18 .722 3.332 38
5 -.079 .335 23 -.145 1.597 38
6 .155 .568 22 .010 1.476 38
7 .082 .362 25 -.148 1.797 38
8 -.085 .524 22 .035 1.522 38
9 .018 .417 24 -.077 1.727 38
10 .055 .373 25 .101 1.833 38
CPR* .026 .115 -.004 .287
* Comparison period mean returns.
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increases of higher than fifteen percent are considered
15as high dividend increases. Dividend increases of zero 
to fifteen percent are considered as low dividend 
increases. These two subsamples of dividend increases 
are studied in the following two subsections.
Security Price Behavior in Response to Dividend 
Increases of Higher Than Fifteen Percent: Security
price response to higher than fifteen percent dividend 
increase announcements— which come after stock split 
announcements— are considered in here. Ten events are 
included in the sample. That is, ten firms— among many 
firms announced higher than fifteen percent dividend 
increases— whose bond prices were available. Table 4-11 
and Figure 4-9 present the time series of daily mean 
returns for bonds and stocks of firms which made these 
ten announcements. As can be seen from Table 4-11 both 
securities had positive returns during the announcement 
period. The announcement period average returns are .263 
percent and .209 percent for both bonds and stocks, 
respectively. The t-values are 1.872 for bonds and .232 
for stocks. These t-values are not significant at the
We did not go further to consider higher and high­
er dividend increases because the sample would become very 
small. For example, only ten events could be obtained 
when higher than fifteen percent dividend increases were 
considered.
Table 4-11
Portfolios Daily Returns for Periods of Time Centering Around Dividend Increase
Announcements Which Come After Stock Split Announcements— Dividend Increases
of Higher than 15% (10 Events)

















-10 .110 .272 3 .602 1.668 10
- 9 -.070 .63£ 6 1.430 3.627 10
- 8 -.098 .238 5 -.267 1.627 10
- 7 .088 .460 5 .053 2.283 10
- 6 .120 .217 6 1.216 1.627 10
- 5 .305 .475 6 -.117 2.984 10
- 4 .080 .085 7 .409 1.695 10
- 3 .041 .367 6 -.006 2.792 10
- 2 -.119 .469 4 -.407 2.230 10
- 1 .155 .086 6 .008 1.371 10
0 -.219 .059 9 .409 2.127 10
1 .747 1.290 9 -.231 1.680 10
2 -.050 .504 4 .673 1.919 9
3 -.069 .379 4 -.978 2.125 9
4 .227 .319 4 2.069 6.403 10
5 -.040 .491 7 .288 1.787 10
6 .089 .853 7 .389 1.988 10
7 .234 .425 7 -.502 1.574 10
8 -.143 .491 6 -.232 2.191 10
9 .084 .344 5 .435 1.945 10
10 -.086 .215 8 -.953 2.007 10
CPR* .045 .131 .216 .773
* Comparison period mean returns.
94







1 1 .0 0LT












- 0 .2 5
- 0 .5 0 -
-0.75-
- 1.00-^






five percent interval. Hence the null hypothesis of 
equal means of returns {the announcement period mean 
returns and the comparison period mean returns) is 
accepted. It is apparent from these results that 
neither stock nor bond prices performed significant 
positive returns during periods of announcing high 
dividend increases (which come after the announcement 
of stock splits).
Security Price Response to Dividend Increases of 
Zero to Fifteen Percent; In this subsection we will 
discuss the security price response to dividend increases 
of zero to fifteen percent announcements. Hence, low 
dividend increases are considered. These low dividend 
increases came after stock split announcements. The 
sample includes twenty-eight announcements for which bond 
prices were available. Bond and stock return samples are 
presented in Table 4-12. Figure 4-10 is a plot of these 
time series. The announcement period average returns 
are .047 percent for bonds with a t-value of .320, and 
-.024 percent for stocks with a t-value of .116. The 
comparison period mean returns are .02 percent for bonds 
and -.048 percent for stocks. Both securities' announce­
ment period average returns are not much different from 
the comparison period mean returns. As can be concluded 
from the t-values, both returns are not significantly 
different from their comparison period returns. Upon
Table 4-12
Portfolios Daily Returns for Periods of Time Centering Around Dividend Increase
Announcements Which Come After Stock Split Announcements— Dividend
Increases of 0-15% (28 Events)

















-10 .096 .457 14 .339 1.882 28
- 9 .216 .851 15 -.046 1.115 28
- 8 .021 .593 20 -.519 1.393 28
- 7 .117 .759 18 -.237 1.452 28
- 6 -.097 .586 17 -.058 1.440 28
- 5 .134 .489 17 .168 1.042 28
- 4 .045 .588 18 -.041 1.044 28
- 3 -.202 .911 17 -.545 .967 28
- 2 -.180 .516 20 -.407 1.612 27
- 1 -.050 .597 17 .321 1.244 28
0 .054 1.034 22 .008 1.364 28
1 .040 .516 22 -.055 1.273 28
2 .047 .838 17 -.103 1.445 28
3 -.172 .653 15 .205 1.561 28
4 .232 .408 14 .244 2.019 28
5 -.097 .258 16 -.298 1.646 28
6 .186 .411 15 .083 1.454 28
7 .023 .329 18 -.137 2.050 28
8 -.063 .549 16 .399 1.225 28
9 .001 .441 19 -.268 1.867 28
10 .122 .417 17 .162 1.599 28
CPR* .020 .133 -.048 .287
* Comparison period mean returns.
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these results, it cannot be claimed that the announce­
ments of low dividend increases— which come after the 
announcements of stock splits— have much effect, if any, 
on security prices.
Looking at the results of this subsection and the 
two preceding subsections, it seems that the announce­
ment of dividend increases which come after the announce­
ment of stock splits have no substantial impact on 
security prices. That is, the significant effect is 
observed at times of announcing stock splits.
As can be seen these results are consistent with, 
those of PPJR [1969]. In their study, PPJR found that 
stocks yielded positive abnormal returns during the 
month of stock split announcements. The results of this 
study indicate that stocks performed significant positive 
returns during the period of announcing stock splits.
Also FFJR found that stocks of firms which announced 
dividend increases higher than the average increase 
performed positive abnormal returns during the twelve 
months following the stock split announcements. The 
results of this study show that the stocks of firms 
which announced high dividend increases— following the 
announcement of stock splits— performed positively during 
the period centering around the dividend increase announce­
ment dates. The portfolio mean returns average for high 
dividend increases sample— the comparison period mean
100
returns in the bottom of Table 4-11— is higher than the 
portfolio mean returns average of any other sample 
included in the study.
FFJR also found that stocks of firms which decreased 
cash dividends (dividend increases lower than the average 
increase) yielded significant negative returns throughout 
the twelve months subsequent to the month of announcing 
stock splits. The results of this study show that firms 
which had low dividend increases performed negatively 
during the period centering around the dividend increase 
announcements. The comparison period mean returns— in 
the bottom of Table 4-12— is negative and lower than any 
other comparison period mean returns in the study.
Security Price Response to Dividend Decrease Announcements
The goal of this study was to examine the behavior 
of bond prices with respect to dividend increases and 
dividend decreases which accompany or follow stock split 
announcements. Unfortunately, we were not able to have 
a sample of dividend decrease announcements close to dates 
of stock split announcements. To have the chance of 
studying the behavior of security prices in response to 
dividend decreases, we looked through the seventeen year 
study period to find out if the firms included in the 
stock splits sample had decreased cash dividends at some 
points in time. Twenty-three events were identified for
101
which daily bond prices were available. Hence, the total 
sample of dividend decreases is constructed from twenty- 
three events.
This section is designed to contain three sub­
sections. The first subsection is an examination of 
security price behavior in response to dividend decreases 
in total. The second subsection is devoted to the impact 
that dividend decreases higher than fifteen percent have 
on security prices. The third subsection is a look at 
security price performance during periods of announcing 
higher than twenty percent dividend decreases.
Security Price Behavior in Response to Dividend 
Decrease Announcements--Total Sample: The time series
of portfolio mean returns of bonds and stocks, of firms 
which made the twenty-three dividend decrease announce­
ments, are presented in Table 4-13 and in Figure 4-11.
The announcement period mean returns are -.176 percent for 
bonds and -.790 percent for stocks. The comparison period 
mean returns are .078 percent and .086 percent for bonds 
and stocks, respectively. The t-values are 1.139 for 
bond returns and 2.655 for stock returns. While the 
t-value is significant— at the five percent interval— for 
stock returns, it is not so for bond returns. The 
evidence is in support of the informational hypothesis 
and against the wealth transfer effects. This is because 
both securities' returns are negative during the
Table 4-13


















-10 .299 .745 11 -.293 1.515 23
- 9 -.238 .858 14 .620 2.611 23
- 8 -.387 .716 14 .277 2.913 23
- 7 .452 .780 15 -.681 3.947 23
- 6 -.157 .721 14 .042 2.698 23
- 5 .070 .824 16 .505 2.116 23
- 4 .363 .607 15 .344 2.253 23
- 3 .803 .662 17 -.287 2.185 23
- 2 -.091 .495 18 .813 2.837 23
- 1 .243 .490 18 .039 3.422 23
0 -.293 1.359 17 -1.227 4.880 23
1 -.059 1.280 22 -.352 2.432 23
2 -.190 1.249 15 .451 2.188 23
3 -.506 1.019 15 .088 1.833 23
4 .112 .533 16 .075 2.299 23
5 .030 .736 16 -.215 2.118 23
6 .098 1.239 16 -.522 5.053 23
7 .281 .670 16 .905 3.628 23
8 .198 1.047 17 -.156 1.895 23
9 -.285 1.179 19 -.421 1.612 23
10 .384 .689 16 .055 2.027 23
CPR* .078 .327 .086 .444
* Comparison period mean returns.
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announcement period. However, the evidence is not very 
convincing, since the bonds' negative returns are not 
significant.
To obtain stronger evidence, high dividend 
decreases are considered in the following two subsections.
Security Price Response to Dividend Decreases Higher 
Than Fifteen Percent; This subsection is devoted to the 
study of security price response to dividend decreases of 
higher than fifteen percent announcements. A sample of 
sixteen events is considered here. Time series returns 
of bonds and stocks are exhibited in Table 4-14 and in 
Figure 4-12. The day 0 and day 1 average returns are -.533 
percent for bonds and -1.455 percent for stocks. Hence 
both securities performed negatively during the announce­
ment period. The comparison period mean returns are .084 
percent and .053 percent for bonds and stocks, 
respectively. The t-values are 3.054 for bond returns 
and 3.330 for stock returns. Both t-values are 
significant at the five percent interval. Therefore the 
hypothesis that the announcement period average returns 
are equal to the comparison period mean returns is easily 
rejected.
These two significant negative returns are evidence 
supporting the informational hypothesis. The inform­
ational hypothesis predicts that both securities perform
Table 4-14
Portfolios Daily Returns for Periods of Time Centering Around Dividend Decrease
Announcements— Dividend Decreases of Higher Than 15% (16 Events)

















-10 .186 .767 9 -.607 1.513 16
- 9 .070 .648 9 .984 3.019 16
- 8 -.345 .802 8 .294 3.309 16
- 7 .739 .931 9 -.964 4.720 16
- 6 -.325 .775 10 -.147 3.201 16
- 5 .121 .850 10 .595 2.378 16
- 4 .521 .682 10 .529 2.620 16
- 3 -.127 .593 12 -.289 2.570 16
- 2 -.016 .415 12 1.098 2.880 16
- 1 .200 .504 12 .429 3.794 16
0 -.489 1.480 12 -2.166 5.573 16
1 -.576 1.116 15 -.743 2.740 16
2 -.127 1.444 11 .056 2.280 16
3 -.257 .795 10 .104 2.177 16
4 .121 .630 11 .244 2.684 16
5 .185 .482 12 -.443 2.433 16
6 .182 1.147 12 -.772 6.052 16
7 .359 .710 12 .678 4.128 16
8 .121 1.163 10 .096 1.510 16
9 -.202 1.044 12 -.752 1.729 16
10 .189 .682 10 -.129 1.511 16
CPR* .084 .279 .053 .594
* Comparison period mean returns.
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negatively during periods of dividend decrease announce­
ment. The wealth redistribution hypothesis predicts 
that bond prices perform positively during periods of 
announcing dividend decreases. Hence, the results would 
not confirm the wealth transfer proposition.
Security Price Behavior During Periods of Announcing 
Higher Than Twenty Percent Dividend Decreases; In this 
subsection we will consider dividend decreases higher 
than twenty percent. That is, samples of bonds and 
stocks of firms which announced higher than twenty per­
cent dividend decreases are studied here. The sample is 
constructed from fourteen events. Bond and stock returns 
time series are presented in Table 4-15 and in Figure 
4-13. From Table 4-15 and Figure 4-13 it can be seen that 
both securities had negative returns during the announce­
ment period. The announcement period average return is 
-.544 percent for bonds with a t-value of 3.322. And it 
is -1.591 percent for stocks with a t-value of 3.190.
The t-values for both returns are significant at the five 
percent interval. Hence the null hypothesis (which 
implies no difference between the announcement period 
mean returns and the comparison period average returns) 
is rejected.
The results of both dividend decreases and dividend 
increases are in support of the informational hypothesis.
Table 4-15
Portfolios Daily Returns for Periods of Time Centering Around Dividend
Decrease Announcements— Dividend Decreases of Higher Than 20% (14 Events)
Bond Portfolios Stock Portfolios
Cross Cross
Trading Daily Mean Sectional Sample Daily Mean Sectional Sample
Day Returns % St. Div. Size Returns % St. Div. Size
-10 .264 .782 8 -.710 1.587 14
- 9 .058 .692 8 1.109 3.188 14
- 8 -.176 .698 7 .466 3.500 14
- 7 .558 .786 8 -1.182 5.025 14
- 6 -.238 .848 8 -.251 3.385 14
- 5 .258 .775 9 .623 2.538 14
- 4 .400 .600 9 .561 2.803 14
- 3 -.123 .621 11 -.309 2.703 14
- 2 .003 .430 11 1.021 2.988 14
- 1 .113 .460 10 .418 4.074
0 -.498 1.552 11 -2.428 5.872 14
1 -.590 1.198 13 -.754 2.894 14
2 -.157 1.519 10 -.044 2.431 14
3 -.428 .618 9 -.014 2.300 14
4 .146 .658 10 .111 2.837 14
5 .135 .471 11 -.551 2.544 14
6 .226 1.562 10 -.969 6.455 14
7 .320 .731 11 .819 4.414 14
8 .099 1.232 9 .166 1.607 14
9 -.279 1.058 11 -.823 1.843 14
10 .032 .495 9 -.066 1.612 14
CPR* .064 .252 .020 .669
* Comparison period mean returns.
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That is, the announcement of dividend increases is 
considered as good news by security holders, while the 
announcement of dividend decreases is read as a bad 
message by both bond and stockholders. Nevertheless, 
wealth redistribution effects could be present but not 
strong enough to offset the informational effects. In 
studying dividend increases it seems there was some 
indication that wealth redistribution effects are in 
existence. Because in the case of dividend increases 
higher than twenty percent, bond returns were lower than 
when the dividend increases of higher than fifteen percent 
are considered. It could be that the higher the dividend 
increases, the stronger the wealth transfer effects.
However, in the case of dividend decreases, this 
kind of indication is not observed. Thus when dividend 
decreases higher than twenty percent are considered bond 
returns are more negative than in the case of fifteen 
percent dividend decreases.
Bond Market Efficiency
What is reported in this section are the results of 
tests of the bond market efficiency in its semi-strong 
form. That is, to find out if abnormal returns could be 
earned by utilizing publically available information. 
Hence, if abnormal returns can be made after the 
information becomes public, the evidence would be against
Ill
market efficiency. But if the market is efficient, in 
the sense that market prices fully and instantaneously 
reflect all relevant available information, there would 
be no chance left for some trader to earn abnormal 
returns after the information becomes public.
This section is divided into three subsections.
The first subsection is a discussion of what has been 
studied in the two preceding sections. This look at the 
two preceding sections is for the purpose of determining 
if any evidence concerning bond market efficiency could 
be obtained from the comparison between bond and stock 
price behavior. The second subsection will be a 
comparison of before the announcement mean returns to 
after the announcement mean returns to find out if the 
two are significantly different. The third subsection is 
an examination of the returns during the four days 
succeeding the announcement period, to find out if they 
show significant abnormal returns.
A Look Into the Results of the Second and the Third 
Sections of this Chapter: In most cases where stock
prices show abnormal returns at the announcement period, 
bond prices do also. Also, whenever bond and stock prices 
perform abnormal returns, these abnormal returns occur 
on day 0 and day 1 announcement periods. The reason
112
behind including day 1 in the announcement period is 
to capture the impact that the event announcements has 
on security prices which close trading before the 
announcements were made. Taking a thorough look at the 
tables and figures of the preceding two sections, it 
could be seen that the most significant abnormal 
returns occurred to bond and stock prices are on day 0 
and day 1. However, in most cases the^stocks' abnormal 
returns are of greater magnitude on day 0. But bond 
returns in most cases are higher (in absolute values) 
on day 1 than on day 0. A quick conclusion could be made 
that the bond market lags behind the stock market by 
one day. We should, however, consider the fact that 
bonds trade less frequently than stocks. Hence, the 
number of bonds which close trading before the announce1- 
ments are made are expected to be of greater number than 
stocks. So it is more likely that the infrequency of 
trading is what caused bonds to have their highest 
abnormal returns on day 1 rather than day 0.
Comparison of Before the Announcement Mean Returns 
to After the Announcement Mean Returns: Each time
series of bond returns studied in the above two sections 
is divided into two time series, day 0 and day 1 are 
excluded. That is, they are divided into ten trading 
days before the announcement period and nine days after 
the announcement period. An average of mean returns is
113
taken for each before the announcement time series and 
after the announcement time series returns. The follow 
ing formulas were used to calculate the averages of 
mean returns.
in the time series,
is before the announcement period mean returns 
average, and
R2 is the average of after the announcement period 
mean returns.
After calculating the average mean returns (utilizing 
formula (4-4) and formula (4-5)), and Rj of each 
time series were compared to each other to find out if 
they are significantly different. That is, before the 
announcements mean returns were compared to after the 
announcements mean returns to see if the after the 
announcements mean returns have abnormal returns embodied 
in them. The average mean returns and their t-values 





Rj is the daily mean returns for the trading day j
Table 4-16












Stock Split Announcements (Total Sample) .024 .051 1.080
Stock Splits and Dividend Increases Announced 
On Same Dates .046 .107 2.033
Stock Splits and Dividend Increases Announced 
On Same Dates— Dividend Increases of Higher 
Than 15% .009 .092 1.297
Stock Splits and Dividend Increases Announced 
On Same Dates— Dividend Increases of Higher 
Than 20% -.007 .095 1.308
Stock Splits and Dividend Increases Announced 
On Same Dates— Dividend Increases 0-15% .076 .127 .680
Stock Splits and Dividend Increases Announced 
on Different Dates -.014 -.020 .167













Dividend Increases Subsequent to Stock Splits 
(Total Sample) .023 .028 .093
Dividend Increases Subsequent to Stock Splits 
(Higher Than 15%) .061 .027 .253
Dividend Increases Subsequent to Stock Splits 
(Dividend Increases of 0-15%) .010 .031 .356
Dividend Decrease Announcements (Total Sample) .136 .014 .808
Dividend Decreases— Higher than Fifteen Percent .092 .077 .103
Dividend Decrease— Higher than 20%—  
Announcements .112 .009 1.288
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4-16, there is no t-value which is significant at the
five percent interval.'*'4’ It is apparent that it cannot
be claimed that after the announcement mean returns
are of any difference from before the announcement mean
returns. Hence, there are no abnormal returns
embodied in after the announcement mean returns— which
makes them significantly different from before the
17announcement returns. Thus up to this point we have 
no evidence against bond market efficiency.
Examining the Closest Trading Days to the 
Announcement Period: In the above subsection we looked
at the mean returns after the announcement period in com­
parison to the mean returns before the announcement 
period. However, it could be that there are some abnormal 
returns embodied in the days close to the announcement 
period and become insignificant when we include them in 
a nine day average. In this subsection comparison periods
*6Most of the t-values are not significant even at 
the twenty percent interval.
17It could be argued that the risk of post announce­
ment security returns might change. The time of changing 
dividends is noticed (while collecting the data) not to 
happen before at least one month after announcing the 
change. Masulis [1980b] argued that if there is a change 
in risk, it is expected to happen at the time of the 
change but not at the time of announcing the change.
Hence if there is an induced change in risk it would be 
at some time beyond our observation period.
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mean returns are constructed from the daily mean returns 
of day -10 through -6 and day +6 through +10. The 
following formula was used to determine comparison 
periods mean returns:
l "6 +10R = ^  [ 2 R . + t R.] (4-6)
10 j=-10 3 j=+6 3
where
R is the comparison period mean return, and 
Rj is the daily mean returns for the trading day j .
For each time series of bond returns studied in the 
preceding two sections a comparison period mean returns 
is calculated. Then for each time series, the averages 
of the period day +2 and day +3 returns and the period 
day +4 and day +5 returns are compared to the correspond­
ing comparison period mean returns. The comparison 
periods mean returns and the periods average returns 
(periods day 2 and day 3 and periods day 4 and day 5) 
and their t-values are shown in Table 4-17. As we can 
see from Table 4-17, except for one period average mean 
returns (the period day +4 and day +5 in the total sample
of stock splits), there is no period average mean returns
which is significantly different from its comparison 
period mean returns at the five percent interval. Also 
as can be seen from the same table, most of the periods 
average returns are not significant even at the twenty
Table 4-17





Averages of Returns 
for Periods Day +2 
and Day +3 
Mean
Returns t-valuee
Averages of Returns 
for Periods Day +4 
and Day +5 
Mean
Returns t-values
Stock Splits Announcements 
(Total Sample) .056 .110 1.500 -.007 2.250
Stock Split and Dividend 
Increases Announced on Same 
Dates .087 .225 1.535 .106 .226
Stock Splits and Dividend 
Increases Announced on Same 
Dates— Dividend Increases of 
Higher than 15% .078 .152 .747 -.005 .874
Stock Splits and Dividend 
Increases Announced on Same 
Dates (15% Dividend Increases) .075 .214 1.511 -.022 .990
Stock Splits and Dividend 
Increases Announced on Same 
Dates— Dividend Increases of
0-15% .098 .298 1.527 .184 .662
Table 4-17 continued
Comparison
Averages of Returns 
for Periods Day +2 
and Day +3
Averages of Returns 









Stock Splits and Dividend In­
creases Announced on Different 
Dates -.009 -.022 .260 -.089 1.509
Stock Splits by Firms Paying 
No Cash Dividends .154 .207 .393 -.161 1.624
Dividend Increase Announcements 
Subsequent to Stock Split 
Announcements (Total Sample) .053 -.061 1.869 .076 .338
Dividend Increases Subsequent to 
Stock Splits— Higher Than 15%
Dividend Increases .032 -.060 1.027 .094 .646
Dividend Increases Subsequent to 
Stock Splits— 0-15% Div. Inc. .062 -.063 1.524 .068 .069
Dividend Decrease Announcements 
(Total Sample) .065 -.348 1.811 .071 .021
Dividend Decreases Higher than 
15% .097 -.192 1.194 .153 .232
Dividend Decreases Higher than 
20% .086 -.293 1.905 .141 .281
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percent significance level. Hence, even the returns 
during days closest to the announcement period have no 
significant abnormal returns embodied in them.
The results of this section give no evidence 
whatsoever against bond market efficiency. Except for 
the announcement period returns, there are no significant 
abnormal returns which are embodied in the daily mean 
returns. Hence, the evidence is in support of bond 
market efficiency.
Summary
This chapter is a discussion of the method of 
analysis used in this study and the results obtained.
In testing the two hypothesized theoretical effects 
(informational effects and wealth transfer effects) the 
dividend change samples are segmented into subsamples.
The subsampling is made according to the magnitude of 
dividend changes.
The comparison period mean returns method was 
utilized in this study. This method of analysis is 
simply constructing comparison period mean returns from 
the same time series returns of concern. The comparison 
period mean returns is assumed to be the normal returns 
of a time series returns.
The comparison period mean returns method was used 
to test bond market efficiency. Days following the
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announcement periods were examined to find out if they 
contained abnormal returns.
The evidence derived from the results is in 




This final chapter of the study covers concluding 
remarks. The conclusions drawn from the results and 
the implications of the study are considered in the 
first section. The second section is a discussion of 
the limitations. And the final section includes some 
suggestions for future research.
Conclusions and Implications
The conclusions of the study are summarized in 
the following points:
1. In six cases out of eight, when stock prices 
had significant returns, bond prices per­
formed significant abnormal returns (during 
the announcement periods of announcing 
stock splits and dividend changes). Hence, 
it is evidenced that bond prices respond to 
dividend change announcements. So in 
evaluating bonds, bond market participants 
use the information (regarding dividend 
changes) which is utilized by the stock market.
2. Both securities (stocks and bonds) showed no 
substantial response to low dividend change 
announcements, nor to announcements of
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dividend changes which came after the 
announcements of stock splits. Therefore, 
if the announcements of these dividend 
changes have any value to security holders, 
this value is trivial. Also no abnormal 
returns occurred to either of the two security 
prices on dates of announcing stock splits by 
firms paying no cash dividends. Hence, from 
these results, no relation between security 
values and increasing the number of shares 
(by means of stock splits) can be claimed.
3. In all cases when both security prices
responded significantly to dividend change 
announcements, they responded in the same 
directions. That is, both stocks and bonds 
have positive abnormal returns in cases of 
dividend increase announcements, and both 
security prices performed negatively during 
periods of announcing dividend decreases. 
Hence, the evidence is in support of the 
informational hypothesis against the wealth 
redistribution proposition. Thus in both 
markets (stock and bond markets) dividend 
increase announcements are considered as good 
news. But both market participants are 
pessimistic toward dividend decrease announce-
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merits. However, we have no evidence against 
the existence of wealth transfer effects.
The only conclusion which might be derived 
from the results is that the informational 
effects are dominant.
4. As most of the past research done in the stock 
market has shown no evidence against stock 
market efficiency, this study has no evidence 
against bond market efficiency. For a market 
to be considered inefficient, an incentive for 
traders to make abnormal profits must exist. 
These abnormal returns must be over and above 
transaction costs which would be committed to 
obtain such returns. The results of this 
study indicate that even in a world free of 
transaction costs, no abnormal returns can be 
earned after the information becomes public. 
Hence, we have no evidence against bond 
market efficiency in its semi-strong form.
This study might have implications for the manage­
ment of firms. If the management hopes to transmit 
information about the future earning power of the firm 
to the market by announcing dividend changes, the 
message is correctly understood by market participants. 
But if the management has in mind some other reasons for
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changing dividends, there is a possibility of mis­
understanding between the firm's management and its 
security holders.
Many studies done in the stock market reached the 
conclusion of stock market efficiency. The results of 
those studies were generalized to apply to the bond 
market. However, this generalization could be 
inappropriate before having two questions answered. Do 
participants in both markets utilize the same 
information to evaluate securities? Are both (stock 
and bond) markets efficient? If the answer to these two 
questions is yes, the generalization of the research 
which utilizes stock market data to include the bond 
market would be safe. This study shows that participants 
in both markets use the information associated with 
dividend change announcements. In addition the evidence 
is in support of bond market efficiency. Hence, this 
study might help to narrow the gap believed to exist 
between stock and bond markets.
Limitations
With no exception, all empirical work makes some 
compromises and assumptions. There are a number of 
assumptions which have become conventional in the finance 
literature. Although these assumptions might make us 
commit some biases, in order to make the empirical work
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possible we have to live with them. A number of 
conventional assumptions were made, when needed, in 
this study.
Bonds are characterized by the infrequency of 
trading. Hence, the problem of missing data, during 
some trading days, is a limitation facing any researcher 
wanting to utilize bond market daily data. In the mean­
while corporate bond data is a hand collecting activity. 
Therefore, neither a long observation period nor a 
relatively large sample can be chosen.
Finally daily bond prices are available only for 
those firms which have their bond issues listed in 
either NYSE or in ASE. Since not as many bond issues 
as common stocks are listed in NYSE or ASE, a long study 
period must be chosen to have a reasonable sample. But 
the longer the study period the higher the costs of 
collecting data.
Suggestions for Future Research
Most of the past empirical work concerned with 
bond market efficiency mainly concentrated on the 
utilization of monthly data. Review of the literature 
encounters no past research which made use of daily data 
to test bond market efficiency. Most of the work done 
to test bond market efficiency chose bond rating change 
announcements as the studied event. All the past
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empirical evidence, except Weinstein's [1977] study, is 
against bond market efficiency. (This evidence is 
derived from the results of studies utilizing corporate 
straight debt data.) Using daily data might give more 
reliable evidence. Hence, we suggest more research be 
done in the area of bond market efficiency. The 
suggested research should utilize bond daily data rather 
than monthly data.
An extension of this study to test dividend 
change impacts on different bond risk classes might 
prove beneficial. Hence, we suggest this extension.
In addition, utilizing bond daily data in studying 
different public announcements (e.g., quarterly earning 
announcements) might, explain many of the discrepancies, 
thought to exist between stock and bond markets.
To discover the real incentive for firm managements 
to make public announcements, a comparison between the 
behavior of stock and bond returns in studying different 
public announcements could help.
Do bond prices leg stock prices in their adjustment 
to new information? Doing some time series analysis 
might help to answer this question. Hence further time 
series analysis is suggested for future research. (For 
example applying autoregressive integrated moving 
average (ARIMA) model might prove beneficial,)
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APPENDICES
Appendix (A)
A List of Stock Splits and Dividend Increase Announcements—  







A P L Corp. 6-4-75 6-4-75
Abbott Labs 6-16-75 9-12-75
American Stores Co. 5-22-75 5-22-75
Ames Dept. Stores Inc. 4-17-78 4-17-78
Ashland Oil Inc. 10-10-78 10-10-78
Atlantic Richfield Co. 5-7-68 7-15-68
Bendix Corp. 2-13-76 2-13-76
Beneficial Co. 11-30-71 11-30-71
Borg Warner Corp. 8-15-67 11-7-67
Bristol Myers Co. 8-5-63 11-4-63
Bristol Myers Co. 8-1-66 8-1-66
Bulova Watch Inc. 5-15-69 5-15-69
Burroughs Corp. 4-3-74 5-22-74
Canadian Pac. Ltd, 3-31-71 No Div*
Caterpiller Tractor Co. 3-31-64 3-31-64
Champion Spark Plug 1-29-73 1-29-73
Chicago & Eastern 111. 










Cincinnati Gas & Elec. 
Co. 11-17-63 12-19-63
Cities Svc. Co. 7-27-65 10-26-65
Cleveland Elec. Hum. 
Co. 1-22-63 6-25-63
Cleveland Elec. Ilum. 
Co. 10-25-77 1-3-78
Colonial Stores Inc. 1-26-72 1-26-72
Columbus & Southern Ohio 
Elec. Co. 1-9-64 6-5-64
Consolidated Natl. Gas Co. 9-14-66 9-14-66
Continental 111. Corp. 2-28-77 8-22-77
Crane Co. 3-1-72 5-23-72
Crane Co. 2-23-76 2-23-76
Dana Corp. 2-14-69 5-16-69
Dana Corp. 12-4-75 12-4-75
Deere & Co. 7-25-72 7-25-72
Deere & Co. 7-27-76 7-27-76
Detroit Edison Co. 9-17-62 11-9-62
Dow Chemical Co, 5-5-71 5-5-71
Dow Chemical Co. 2-8-73 6-5-73
Dow Chemical Co. 2-5-76 6-8-76









Emerson Radio Corp. 10-12^78 No Div.
Enserch Corp. 1-20-78 1-20-78
Esmark Inc. 8-28-75 8-28-75
Essex Intl. Inc. 1-22-73 1-22-73
Exxon Corp. 5-20-76 4-28-76
Ferro Corp. 3-31-69 3-31-69
Ferro Corp. 4-21-78 4-21-78
First Intl. Bancshare Inc. 7-17-78 7-17-78
First Natl. Boston Corp. 6-22-72 8-24-72
Florida Pwr. & Lt. Co. 1-5-72 1-5-72
General Foods Corp. 2-3-71 2-3-71
General Mills Inc. 7-28-75 9-22-75
Gould Inc. 2-3-72 2-3-72
Great Western Utd. Corp. 11-14-68 2-20-69
Gulf & Western Inds. Inc. 7-16-75 8-7-75
Halliburton Co. 2-19-76 2-19-76
Hospital Corp. Amer. 8-23-77 8-23-77
Hospital Corp. Amer. 8-8-78 8-8-78
House Fabrics Inc. 5-28-68 No Div.
House Fabrics Inc. 3-26-69 No Div.









Houston Nat. Gas Corp. 6-11-71 9-10-71
Houston Nat. Gas Corp. 3-5-76 3-5-76
International Harvester 1-6-65 2-18-65
Joy Mfg. Co. 12-15-65 12-15-65
Kane Miller Corp. 5-20-75 7-29-75
Kane Miller Corp. 4-27^76 7-27-76
Kimberly Clark Corp. 2-24-70 2-24-70
Liggett Group Inc. 2-20-68 7-16-68
Lockheed Corp. 5-7-63 5-7-63
Mead Corp. 4-22-76 4-22-76
Monon RR 3-26-65 No Div.
N V F Co. 7-28-75 No Div.
Nabisco Inc. 1-30-78 1-30-78
New York St. Elec. & Gas 
Corp. 1-7-77 7-8-77
Norfolk & Western Ry Co. 7-27-76 7-27-76
Northwest Bancorporation 3-25-77 1-25-77
Northwest Inds. Inc. 5-9-78 5-9-78
Norton Simon Inc. 5-9-72 No Div.
Oak Inds. Inc. 10-16-78 10-16-78
Ohio Edison Co. 1-19-65 1-19-65










glass Corp. 1-26-78 4-20-78
Owens 111. Inc. 2-20-77 2-20-77
Pepsico Inc. 2-24-77 2-24-77
Petro Lewis Corp. 8-17-78 No Div.
Philip Morris Inc. 1-26-66 5-25-66
Philip Morris Inc. 1-29-69 1-29-69
Philips Pete. Co. 3-14-77 3-14-77
Public Svc. Co. Ind. Inc. 1-30-76 4-15-76
Public Svc. Elec. & Gas 
Co. 11-19-63 11-19-63
Puget Sound Pwr, & Lt. Co. 3-31-77 3-31-77
Pullman Inc. 7-16-75 7-16-75
Quaker St. Oil Refng. Corp. 1-27-72 1-27-72
Revlon Inc. 9-29-76 9-29-76
Ryder Sys. Inc. 2-1-72 4-27-72
Seafirst Corp. 2-16-78 2-16-78
Seagram Ltd. 9-17-71 11-16-71
Searle G D & Co. 1-29-73 4-30-73
Sears Roebuck & Co. 11-16-64 11-16-64
Sears Roebuck & Co. 2-7-77 2-7-77









Signal Cos. Inc. 9-15-78 9-15-78
Smith A 0 Corp. 4-13-72 4-13-72
Smithkline Corp. 2-28-77 2-28-77
Standard Brands Inc. 7-24-75 7-24-75
Standard Oil Co. Calif. 7-25-73 10-21-73
Standard Oil Co. Ind. 7-15-64 7-15-64
Standard Oil Co. Ind. 10-24-74 10-24-74
Standard Oil Co. Ohio 9-21-73 9-21-73
Standard Oil Co. Ohio 4-27-78 4-27-78
Stanley Works 8-24**78 8-24-78
Sun Inc. 1-18-66 6-21-66
Superior Oil Co. 4-2-65 6-28-65
Texaco Inc. 4-22-69 4-22-69
Texas Inds. 10-17-78 10-17-78
Textron Inc. 7-26-67 7-26-67
•Time Inc. 8-19-76 8-19-76
U V Inds. Inc. 3-14-74 3-14-74
U V Inds. Inc, 3-18-77 3-18-77
Union Oil Co. Calif. 9-28-64 9-28-64










United Sts. Stl. Corp. 2-10-76 4-27-76
Utah Pwr. & Lt. Co. 3-11-77 4-20-77
Virginia Elec. & Pwr. Co. 2-15-63 4-17-63
Virginia Elec. & Pwr. Co. 2-16-68 4-17-68
Western Bancorporation 8-21-78 8-21-78
Western Co. North Amer. 7-31-78 7-31-78
Westinghouse Elec. Corp. 10-27-71 1-26-72
Weyerhaeuser Co. 12-12f68 6-19-69
Whirlpool Corp. 4-25-72 4-25-72
Wisconsin Pub. Svc. Corp. 3-12-64 3-12-64
* No cash dividend distribution.
Appendix (B)
A List of Dividend Decrease Announcements—




A P L Corp. 2-27-76
Canadian Pac. Ltd. 6-9-75
Canadian Pac. Ltd. 6-17-76
Cleveland Elec. Ilium. 1-3-78
Exxon Corp. 1-3-74
Exxon Corp. 1-29-75
First Natl. Boston Corp. 5-26-77
Great Westn. Utd. Corp. 11-18-71
Houston Natl. Gas Corp. 12-10-71
International Harvester Co. 5-20-71
Lockheed Corp. 8-4-69
Lockheed Corp. 2-2-70
Northwest Inds. Inc. 2-25-70
Philip Morris Inc. 11-26-69
Pullman Inc. 1-20-71
Ryder Sys. Inc. 2-14-75
Ryder Sys. Inc. 5-27-75





Company Name Announcement Dates
Sun Inc. 9-28-72
Sun Inc. 9-27-73
United Sts. Stl. 10-30-62
United Sts. Stl. 7-27-71
United Sts. Stl. 1-3-78
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